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LABOR LEGISLATION IN THIRTEEN SOUTHERN 
STATES 


ADDISON T. CUTLER 
Fisk University 


I 


Southern states have seldom if ever been pioneers in labor legisla- 
tion. The fact that our labor laws are less exacting in their stand- 
ards than those of sister states in the North and West has always 
been a source of regret to some among us, and of quiet or even 
admitted satisfaction to others of us. But the historical factors 
which account for the southern “‘lag,”’ in this respect as in others, 
are in process of losing a measurable degree of their potency. At 
the same time, belief in the inevitability of lower southern stand- 
ards is losing ground. Within the last five years a substantial 
body of new labor legislation has been placed on the statute books 
of southern states.1_ This has been the result partly of the stimula- 
tion afforded by federal legislation of the social security and re- 
lated types, partly of encouraging court decisions, and partly of 
less tangible but no less important factors associated with regional 
developments within the South. The wave of new southern labor 
laws reached a fairly definite crest in 1937. By 1939 it was reced- 
ing. At the present time, new questions posed by the war situa- 
tion and the national defense program render uncertain the future 
of labor legislation, here as elsewhere. In facing these questions 
it seems important to take stock of the present standing of the 
South’s labor laws. 


1 States considered as ‘‘southern’’ for purposes of this article are Alabama, Arkansas, 
Florida, Georgia, Kentucky, Louisiana, Mississippi, North Carolina, Oklahoma, South 
Carolina, Tennessee, Texas, and Virginia. 
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The brief survey which follows is an attempt to indicate the 
extent to which southern standards of labor legislation have 
caught up to, or still fall short of, standards prevailing in the 
other states. This necessarily involves a comparison of individual 
southern states with each other, since there is wide (often over- 
looked) variation among the southern states themselves. Con- 
sidering the broad range of legislative topics, from workmen's 
compensation to labor relations, together with the complexity of 
detail in each individual law, the reader may understand the 
necessity for omitting many important details and qualifications, 
even with respect to the items which have been selected for com- 
parative treatment.* It should be remembered, too, that whether 
a given labor law is well or poorly enforced is often as important 
for practical purposes as the statutory content of the law. For the 
most part, however, considerations of enforcement fall beyond the 
scope of the present survey. The branches of labor legislation 
considered below are grouped for convenience as follows: (1) 
wages, hours, child labor; (2) workmen's compensation, safety 
regulation, unemployment compensation, administrative structure 
of state labor bodies; (3) labor relations and certain branches of 
legislation, e.g., homework regulation and apprenticeship pro- 
visions, which are as yet only slightly developed in the South. 


II 


Efforts to pass state ‘‘fair labor standards’’ bills patterned after 
the federal Fair Labor Standards (wages-hours) Act of 1938 con- 
stitute the present frontier of wage and hour legislation. Al- 
though bills of this type, designed to extend a degree of protection 


2 Materials are drawn from (a) publications of the U. S. Department of Labor, especially 
the excellent reporting services of the Division of Labor Standards of that department, (b) 
documents provided by the various state governments, (c) data obtained from personal inter- 
views in 10 of the 13 states under consideration. 

For a measure of the progress of southern labor legislation within the last four or five 
years, compare the results of this survey with those of a somewhat parallel one published in 
1936, viz. Charles W. Pipkin, Social Legislation in the South, Southern Policy Paper No. 3. 
University of North Carolina Press, 1936. 

3In addition to other exceptions, domestic workers and agricultural workers are spe- 
cifically excepted in the coverage of practically all state labor laws. The fact that these 
workers, perhaps more than most others, stand in need of protection has led recently to a 
re-examination of the traditional grounds for excluding them. 
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to workers in local industries comparable to that provided in the 
federal statute, have been introduced in more than 30 state legis- 
latures throughout the nation, none has yet passed. Efforts in this 
direction have been made in a number of southern states, especially 
North Carolina, South Carolina and Louisiana, but to date they 
have been neither more nor less successful than those in other 
sections of the country. We may turn, then, to the older type of 
wage and hour legislation which, although less comprehensive in 
character, has been accepted by a large number of states. 

Enactment of state minimum wage laws for women was en- 
couraged by the decision of the United States Supreme Court in 
1937 upholding the constitutionality of this type of legislation.‘ 
Four of the 13 southern states, Arkansas, Kentucky, Louisiana, 
and Oklahoma, now have minimum wage laws for women, as 
compared with 22 of the 35 non-southern states. The Arkansas 
law is of the flat-rate type, where the statute itself prescribes the 
minimum, ($1.00 or $1.25 per day depending on the experience of 
the woman worker). In the other three southern states, the 
minimum wage law is of the more common type where a wage 
board or conference for a particular industry may be set up for the 
purpose of recommending a minimum to the state administration, 
—a minimum applicable to that industry. At present Kentucky 
is the only southern state which has actually attempted to put a 
minimum wage law into effect. Failure to appropriate funds has 
held up administration of the laws in Louisiana and Oklahoma. 
The Arkansas law is admittedly a dead letter, according to state- 
ments made to the writer by labor-law administrators of that state. 
Oklahoma has the distinction of being the first state in the union 
to include men as well as women within the coverage of its mini- 
mum wage law. However, the Supreme Court of Oklahoma, on 
the grounds of defective title rather than on any constitutional 
principle, voided that part of the act providing for minimum wages 
for men.5 

4 West Coast Hotel Co. v. Parrish, 300 U. S. 379. 

5 Associated Industries of Oklahoma v. Industrial Welfare Commission, 90 Pac. (2nd) 899, 1939- 
Parts of the act which relate to minimum wages for women, and to maximum hours for both 
men and women, were upheld. Oklahoma's 1939 legislature, however, failed to make an 


appropriation for the Industrial Welfare Commission which was to administer the law. 
Hence the law has been inoperative up to the present time. 
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Limitation of hours of work for women is one of the oldest types 
of labor legislation in the country. Its constitutionality under the 
police power of the states has been firmly established since 1908. 
So far only one southern state, Louisiana, has prescribed a maxi- 
mum for women workers as low as eight hours per day, as com- 
pared with 15 out of 35 northern and western states which have 
reached this standard. With regard to hours-per-week limita- 
tions, the showing of the southern states is slightly better. Three 
of the 13 southern states, i.e., Louisiana, North Carolina, and 
Virginia, have 48-hour-per-week laws, while 16 of the other 
35 states have reached this standard or better. (Ohio has a 45- 
hour law, and Oregon and Pennsylvania have 44-hour laws). 

Five southern states have nine-hour laws for women. These are 
Arkansas, North Carolina, Oklahoma, Texas and Virginia. If 
these are added to Louisiana with its eight-hour law, it is seen 
that nearly half of the southern states have reached at least a 
nine-hour standard. This compares, however, with 25 of the 35 
remaining states, or nearly three-quarters, which have reached this 
moderate standard. Here we find what is probably a better index 
of the lag of the South than any which is drawn from an examina- 
tion of the very best or the very worst standards. On the lower 
half of the scale we find five southern states with hour limitations 
of 10 or 103 hours per day. They are Georgia, Kentucky, Missis- 
sippi, South Carolina, and Tennessee. (Tennessee has the 10} 
hour law.) At the bottom, at least with respect to this type of 
legislation, are Alabama and Florida, with no limitation of hours 
of work for women. They are joined in this dubious distinction 
by two other states, Indiana and Iowa. 

Statutes limiting hours of work for women usually prescribe a 
fairly broad range of industries or occupations to be covered under 
the law, at the same time specifying a list of exempted occupa- 
tions. Hours-of-work legislation for men, however, is on quite 
a different footing. Where hour-laws for men do exist, they 
typically apply only to one or two categories of work, falling 


° E.g., the Virginia law covers: ‘‘factory, workshop, laundry, restaurant, mercantile or 
manufacturing establishments.’ It specifically exempts: ‘‘full time bookkeepers, stenog- 
raphers, cashiers, or office assistants; buyers, managers, assistant managers and office execu- 
tives; factories packing fruits or vegetables; mercantile establishments in towns of less than 
2,000 or in country districts." 
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somewhere within the range of employments considered dangerous, 
or occupations directly affecting the public safety, or public works. 
Efforts to enact maximum-hour laws covering men in wide ranges 
of occupations have in the past been handicapped by the doubtful 
attitude of the courts toward the constitutionality of such legisla- 
tion. At the present time, however, there is good ground for 
believing that the courts would uphold carefully constructed 
legislation of this type, although very few recent cases have come 
up for test.” 

The current tendency of state legislatures throughout the 
country, including the South, is to consider the question of hours 
for men in connection with new type wage and hour legislation 
modeled after the federal Fair Labor Standards Act, rather than 
to expand the coverage of their old laws. As it now stands, only 
two southern states have eight-hour laws covering any group of 
men employees. Arkansas has an eight-hour law covering rail- 
road telegraphers while Oklahoma has an eight-hour law for 
miners. Oklahoma, of course, is far from being the only southern 
state where mining constitutes an important industry, but the 
other southern states have not caught up to the eight-hour stand- 
ard for miners, which has been reached by 14 northern and western 
states as well as by Oklahoma. Of the remaining hours-for- 
men legislation in the southern states, the North Carolina and 
Mississippi ten-hour laws are important, not because of the stand- 
ard reached, but because of the unusually broad coverage in- 
cluded. North Carolina sets a ten-hour maximum for men in all 
employments (except those numerous occupations which are 
specifically exempted) while Mississippi imposes a ten-hour maxi- 
mum on thelabor of men in mill, cannery, and manufacturing 
establishments. Of negligible importance because of low stand- 
ards as well as narrow coverage, are the hours-for-men laws of 
Florida, Georgia, Louisiana, South Carolina and Texas. Bring- 
ing up the rear are Alabama, Kentucky, Tennessee and Virginia, 
which have no regulation of hours for men except those relating 
to bus and truck drivers. ® 

7 See Michigan Law Review, Dec., 1939, Pp. 240. 

8 All southern states except Louisiana have adopted some sort of regulation of the hours 


of bus or truck drivers. Three nonsouthern states lack such regulations. These are Mary- 
jand, Vermont, West Virginia. 
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Adequate child labor regulation, well enforced, is known to be 
one of the South’s greatest needs. Without pursuing further the 
question of enforcement, it can be shown that southern legislative 
standards regarding child labor leave much to be desired. Ac- 
cording to the standard recommended by the International Asso- 
ciation of Government Labor Officials, the minimum age for 
factory work and for all employments during school hours should 
be 16 years. This is also the minimum age for employment in 
establishments producing goods for interstate commerce, ac- 
cording to the terms of the federal Fair Labor Standards Act. 
North Carolina and South Carolina are the only southern states 
at present whose state child labor laws meet this standard, as 
contrasted with 1o of the 35 nonsouthern states which have the 
basic 16-year minimum. Texas has a 15-year minimum; all other 
southern states have 14-year laws. In this respect last place in 
the nation is not held by any southern state, since Wyoming is 
the single state which has no age minimum for employment of 
children. 

Most states have some system of employment certificates for 
minors, as well as limitation of hours at work. Thel. A. G. L.O. 
standard calls for employment certificates for those under 18. 
North Carolina and i1 nonsouthern states qualify in this respect. 
Alabama, Georgia, Oklahoma and Tennessee have employment- 
certificate or age-certificate requirements which reach up into 
the ages between 16 and 18 years, while Arkansas, Florida, Ken- 
tucky, Louisiana and Virginia require certificates for minors under 
16. Three southern states have no employment-certificate systems, 
Mississippi, South Carolina, and Texas. 

With regard to the limitation of hours of work for minors, the 
I. A. G. L. O. recommends an eight-hour maximum for those 
under 18 years of age. Ten states in the union meet this require- 
ment, but no southern state is included. However, nine southern 
states prescribe an eight-hour maximum for children under 16. 
These are Alabama, Arkansas, Louisiana, Kentucky, Mississippi, 
North Carolina, Oklahoma, Tennessee and Virginia. States 
having even lower standards in this respect are Florida, Georgia, 
South Carolina and Texas. 

Special provisions for minors limiting night-work employment 
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and employment in hazardous industries are also found in most 
states. While all 13 southern states have some limitation on 
night work for children, only Arkansas, North Carolina, Okla- 
homa and Louisiana provide significant limitations for minors in 
the age range from 16 to 18. The other nine southern states 
provide night-work limitations affecting children under 16 (under 
15 in the case of Texas). All southern states, except Mississippi 
and South Carolina, regulate the employment of children in 
hazardous occupations. The highest standards in this respect 
among the southern states are found in North Carolina and 
Oklahoma. 

The ratification of the child labor amendment to the federal 
Constitution has been a sore point in the southern states. As it 
now stands only 3 of the 13 southern states, i.e., Arkansas, Ken- 
tucky and Oklahoma, have ratified the amendment while 25 of 
the 35 nonsouthern states have done so. Ratification by eight 
more states is necessary to make the amendment part of the Con- 
stitution. It is quite clear that the southern states have played a 
large part in blocking the amendment. 


Il 


Workmen's compensation laws, providing a system of payments 
for the victims of industrial accidents, are erroneously regarded 
in some quarters as a closed chapter in the annals of conflict over 
labor legislation. It is quite true that workmen’s compensation 
was the first important form of social insurance to be established 
in the United States; in fact for two decades it was practically 
the only form of social insurance to be adopted on any appreciable 
scale. It is also true that 46 of the 48 states are now operating 
under such legislation. But the issues are far from closed. Many 
of the state systems, including a number in the South, are seriously 
defective both in framework and in administration. Proposals 
for amendment appear frequently in the dockets of state legisla- 
tures. Labor organizations and other pressure groups are, in 
many states, as active with regard to the issues of workmen's 
compensation as they are toward any of the more recent types 
of labor legislation. 

The two states in the union which still lack operating work- 
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men’s compensation laws are southern states. They are Arkansas 
and Mississippi. Strong influences in both states are pushing for 
the enactment of a law; the Mississippi legislature grappled with 
this problem in its 1940 session, but adjourned with no law on 
the statute books. Arkansas constitutes a rather special case. 
In the 1939 legislature, a large number of bills embodying widely 
diverse schemes for workmen’s compensation were introduced. 
Two of them, bearing no similarity to each other, were passed by 
both houses and sent to the governor, on the tacit understanding 
that the latter would sign the bill of his choice.® Following this 
unusual procedure, the governor approved one of the bills, only 
to find it rendered inoperative by the action taken by proponents 
of the rival bill. The latter group utilized the Arkansas machin- 
ery of petition and referendum, with the result that no bill for 
workmen's compensation is operative until the voters register 
their will at a referendum to be held at the election of November, 
1940. As a consequence Arkansas remains with Mississippi, at 
least for the time, without coverage of workmen's compensation. 

Workmen's compensation laws differ with respect to a number 
of important criteria. One relates to the question of whether the 
state itself acts as insurer through the establishment of a state 
fund built up by contributions of employers, or whether the in- 
surance is carried with the private insurance companies. Many, 
perhaps most, impartial students have favored the principle of the 
exclusive state fund, where the state is the sole insurer. This is 
known as the ‘‘Ohio Plan’’ patterned after the compensation 
system of that state. No southern state has adopted such a plan; 
only seven states in the nation have done so. Eleven states in 
the nation have what is known as the ‘‘competitive state fund’’, 
that is, the employer has his option of insuring with the state or 
with the private insurance carriers. Oklahoma is the only south- 
ern state in this category. 

® Observers in Arkansas maintain that the insurance companies, together with the Cham- 
ber of Commerce and the A. F. of L. backed the bill which the governor signed, while the 
rival bill, known as the Smith bill, was backed by the coal mine operators and the C. I. O. 
(The Smith bill provided for insurance under a state fund rather than by the private insur- 
ance companies.) Several competent observers claim that more than two bills were actually 
passed and sent to the governor for his choice. However that may be, it is quite clear that 


at least two were passed, and that this unusual procedure was advocated by the proponents 
of the particular bill which the governor finally chose to approve. 
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Whether the workmen’s compensation law is of the compul- 
sory or elective type is of considerable importance. As two legal 
authorities have stated: 


There was a time when the great majority of employers in the elective 
states voluntarily took out workmen’s compensation policies; so that the 
percentage of insured employers, even in elective states, was very high. 
With the coming of the depression, however, the employers in optional 
states, for one reason or another, elected to stay out of the act, with the 
final result that in the United States there are annually hundreds of 
thousands of injuries which go uncompensated. In such cases, in many 
instances, the worker is not much better off than he was in the day of 
common law suits.?° 


Oklahoma is the only southern state whose workmen's compen- 
sation law is of the compulsory type, although the Texas law is 
partially compulsory, i.e., with respect to employers of motor 
bus companies only. Thirteen of the 35 nonsouthern states have 
laws of the compulsory type, while three others make certain 
employments compulsory. 

Other significant criteria for evaluating the compensation 
systems are available. For instance, the extent to which the 
small employing unit is, or is not, included within the system is 
important for the welfare of thousands of employees in the ag- 
gregate. In 22 states in the nation, including only Louisiana 
among the southern states, the system applies to establishments 
employing one or more workers. Oklahoma limits the system 
to employers of two or more, while Florida, Kentucky, North 
Carolina, Texas and Tennessee also impose moderate limitations, 
ranging from 3 or more to 5 or more. States with lowest stand- 
ards in this respect, i.e., those which impose large limitations, 
are Alabama, Georgia, South Carolina and Virginia. Here the 
numerical limitations range from 8 or more in Alabama to 15 or 
more in South Carolina. Only one other state in the union has a 
comparably low standard, that is Missouri with a numerical 
limitation of 11 or more. With respect to administration of 
workmen's compensation, all southern states except Alabama, 

10 Samuel B. Horowitz and Josephine H. Klein, ‘‘The Constitutionality of Workmen's 


Compensation Acts,”’ presented at 25th annual convention, I. A. I. A. B. C. (sic), Charleston, 
W. Va., September 29, 1938, p. 5 (reprint). 
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Louisiana and Tennessee provide for administration by a board or 
commission. The three named, along with only three other states 
in the nation, still rely upon administration by the courts. Work- 
men’s compensation systems may also be judged by the benefits 
which they pay to the injured employee in relation to the cost of 
coverage. According to the benefit ratings calculated by the 
National Council on Compensation Insurance, South Carolina 
ranks as the tenth highest in the nation,'! while North Carolina 
and Oklahoma are also above the average of states in this respect. 
Below the national average and in order of relative rank are: 
Texas, Florida, Louisiana, Alabama, Virginia, Kentucky,Georgia 
and Tennessee. * 

Finally and not least in importance, is the question whether 
the workmen's compensation systems include coverage for occu- 
pational disease. Despite the increasing attention paid to this 
problem in recent years, only 2 of the 13 southern states, Kentucky 
and North Carolina, include any coverage at all for occupational 
disease, as compared with 21 out of the 35 northern and western 
states. The North Carolina law provides for compensation, under 
the elective system, of a long list of 33 occupational diseases. 
The Kentucky law is less extensive, but both states include sili- 
cosis as a compensable disease. Ten states in the nation provide 
general coverage for any occupational disease, thus obviating the 
necessity of listing specific types of disease or poisoning arising 
in the course of industry.'* No southern state, however, has 
reached this point. 

11 Thus South Carolina appears to have the best ranking in the South with respect to one 
feature of its compensation system and the worst in the country with respect to another 
feature, i.e., benefits-per-cost and numerical limitations, respectively. 

12 The method of calculating these ratings may be explained as follows. The National 
Council on Compensation Insurance, a private insurance organization, has calculated on the 
basis of a valuation of 1.000 for each item of compensation benefits in the New York act, the 
relative ratings for the various state laws. The costs were worked out for each law by apply- 
ing the benefit provisions to 100,000 cases, distributed as per the American Accident Table. 
The several items were then combined into a rating for the law as a whole. According to 
the results, with the New York law rated as 1.000, the Wisconsin law was rated as 1.145, 
South Carolina law .906, average of all state laws .821, the Tennessee law .656, etc. While 
these ratings are approximate, the Division of Labor Standards of the U. S. Department of 
Labor has considered them sufficiently reliable to justify republication and circulation by 
the department. 


18 Cf. the English law which specifies writer’s cramp as an occupational disease which is 
compensable. 
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Efforts to prevent industrial accidents, as distinguished from 
paying compensation after the accident, constitute a broad and 
somewhat sprawling, although highly important, branch of 
labor legislation. Here we run into serious administrative prob- 
lems, most of which are beyond the scope of this article. State 
legislatures have increasingly found it desirable to delegate to 
some administrative body the power to make definite rules, having 
the force of law, for the promotion of safety and health in in- 
dustry. The terms upon which the legislature confers this power, 
and the choice of the body upon which to confer it, are important 
questions to which the different states have given different answers. 
Seven of the 13 southern states, Alabama, Arkansas, Georgia, 
Kentucky, Louisiana, North Carolina and Oklahoma, confer 
safety rule-making power upon their respective departments of 
labor or upon some division within such department. This is 
the practice recommended by close students of the question. 
Florida, which has no labor department, grants such power to 
the Industrial Commission which administers the workmen's 
compensation law. In the remaining southern states, i.e., Missis- 
sippi, South Carolina, Tennessee, Texas and Virginia, whatever 
rule-making powers exist in the field are conferred upon the state 
departments or boards of health. In this particular respect the 
showing of the southern states is as good as or better than the 
remainder of the country, since 20 of the 35 western and northern 
states follow the first or second pattern mentioned above, while 
15 of the 35 grant no rule-making power or grant it only to the 
department of health. It must be admitted, however, that a 
close examination of relative efficiency of inspection and enforce- 
ment, or of legislative appropriation devoted to enforcement of 
the safety laws, might place the southern states in a much less 
favorable light. 

Unemployment compensation, unlike workmen's compensa- 
tion, is one of the newest phases of labor and social legislation in 
the United States. Due to the tax-offset inducement provided 
by the federal Social Security Act of 1935, every state in the 
union now has a system of unemployment compensation; prior 
to the passage of the federal act Wisconsin was the only state 


14 William J. Picard, ‘Essentials in Safety Code Making,”’ an address delivered before 
the National Safety Council, Chicago, Oct. 10-14, 1938 (reprint). 
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which operated a plan-.of unemployment insurance. For the 
southern states, particularly, this change represented a consider- 
able accomplishment and one which was carried out in an unusu- 
ally short time.'® By 1937 Arkansas, which still lacked a work- 
men’s compensation system and Mississippi, which lacked a 
labor department as well as a workmen’s compensation plan, 
had set up unemployment compensation systems passing muster 
with the federal Social Security Board. The question immedi- 
ately arises whether the unemployment compensation systems of 
the southern states measure up in terms of standards to those of 
the other states. Certain minimum requirements must, of course, 
be met in order to qualify a state for the tax-offset privilege as well 
as for the administration funds which the federal government 
grants to the qualifying states. Within these limits, however, 
there is considerable latitude for variation. Again we find 
definite traces of a ‘‘southern lag,’’ coupled with a wide varia- 
tion between the top and bottom southern states. 

According to the prevailing standard in the United States the 
unemployment compensation system stipulates a minimum weekly 
benefit of $5.00 (higher in some states) payable to the eligible 
unemployed. Twenty-five states altogether provide a minimum 
at least as high as $5.00. Texas, which provides a minimum of 
$10.00 for two weeks, is the only southern state which reaches this 
standard. Kentucky, Louisiana, and Tennessee stipulate a weekly 
minimum of $4.00; Alabama, Arkansas, Florida, North Carolina, 
South Carolina and Virginia, a minimum ranging from $1.50 
to $3.00; and Georgia, Mississippi and Oklahoma provide no 
fixed minimum. With regard to coverage of the small establish- 
ment, Arkansas, Kentucky and Louisiana make the best showing 
of the southern states; along with 21 of the 35 nonsouthern states 
their unemployment compensation systems cover at least some of 
the employers of fewer than 8 workers. The other southern states 
cover only employers of 8 or more. Finally may be mentioned 
one phase of the question of financing unemployment compensa- 
tion. The great majority of states, as a matter of policy, finance 
their plan entirely by taxes upon employers. Six of the 48 states, 


18 See W. R. Curtis, ‘‘Unemployment Compensation Experience in the South,"’ Southern 
Economic Journal, July, 1940, p. 51 ff. 
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however, require some contribution from employees; three of 
these, Alabama, Kentucky and Louisiana, are southern states. 
During the last five years the southern states have made marked 
progress in the administrative structures of their labor bodies. 
Less public attention has been directed toward this development 
than toward the establishment of unemployment compensation 
systems, but the achievements here may prove to be of almost 
equal importance. Since 1935, departments of labor (or of 
‘industrial relations’”) have been newly established or old ones 
reorganized, in 6 of the 13 southern states, i.e., Alabama, 
Arkansas, Georgia, Kentucky, Louisiana and South Carolina. 
At present Florida and Mississippi are the only southern states 
without departments of labor.'6 
What is included within a labor department differs a good deal 
from state to state. The recognized functions of a state labor 
department, according to the Division of Labor Standards of the 
U. S. Department of Labor, include the administration of work- 
men’s compensation, unemployment compensation and the em- 
ployment service, along with fact-finding and the regulation of 
wages, hours, child labor, safety conditions, etc. Judged by this 
standard, most of the state labor departments in the nation 
would fall far short of a desirable inclusiveness, since workmen's 
compensation and unemployment compensation are frequently 
administered by commissioners entirely independent of the labor 
department. While 19 states include administration of work- 
men’s compensation and 18 states include unemployment insur- 
ance within the labor department, only 9 states include both 
workmen's compensation and unemployment compensation within 
the labor department, or within an ‘‘industrial commission” 
which is the equivalent of a labor department. Among the 9 
states which include both, Georgia and Kentucky are the only 
southern states.” North Carolina includes workmen's compensa- 
16 Florida has an Industrial Commission which administers the workmen's compensation 
law and safety regulations; enforcement of Florida child labor laws is assigned to a child 
labor inspector. In Mississippi, as a public health measure solely, a division of the Depart- 
ment of Public Health inspects factories employing women and children. In neither state, 
however, is there a department of labor or of industrial relations covering the usual functions 


and activities of such agencies. 
17 Even in the case of Georgia, the Industrial Board administering the workmen's compen- 
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tion within its labor department, but has a separate commission 
to administer unemployment compensation, with the Commis- 
sioner of Labor as an ex officio member of that commission. In 
Alabama, Arkansas, Louisiana, Oklahoma, and Tennessee, on 
the other hand, unemployment compensation is under the labor 
department, while workmen’s compensation is not. Southern 
states in which the labor department includes neither of these two 
functions are South Carolina, Texas and Virginia. (Florida and 
Mississippi, as already noted, have no labor departments.) If 
we assume for the moment that the preference for ‘“‘unified’’ 
state labor departments as voiced by the U. S. Department of 
Labor is sound, then the record of the southern states appears to 
be approximately the same as that of the country as a whole, 
since 8 of the 13 southern states include workmen’s compensation 
or unemployment compensation, ome or both, within their labor 
departments, while 20 of the 35 nonsouthern states include one or 
both. The tendency of southern states to include unemployment 
compensation, whose administrative costs are borne by the fed- 
eral government, within their labor departments has undoubtedly 
operated to strengthen the personnel of those departments. 
The employment service, which is also financed in part by federal 
funds under the Wagner-Peyser Act, is also within the state 
labor department, wherever the latter has been given jurisdiction 
over unemployment compensation. 


IV 


Southern states have not gone far in legislation concerning 
employer-employee relations, that is, the field which is generally 
known as “‘labor relations’’. State legislation on the model of 
the National Labor Relations Act, protecting and implementing 
the right of collective bargaining, is not found in any of the 
southern states. However, it should be remembered that only 
seven states in the nation have enacted labor relations acts, only 
three of which in their present form bear a sufficient resemblance 
to the National Labor Relations Act to justify use of the term 





sation system is only nominally under the Department of Labor; its actual connection with 
the latter is very slight. 
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“little Wagner Act’’.18 There is indication that organized labor 
in the South has been reluctant to press for the passage of this type 
of legislation. Controversies within the labor movement con- 
cerning the federal Wagner Act constitute part of the explanation. 
But an additional factor has appeared within the last year or two. 
Labor strategists of both factions have hesitated to throw this 
subject wide open in the southern state legislatures for fear that 
the final result would be enactment of laws highly restrictive of 
the rights of organized labor. Experience in northern and western 
states during 1939 lend considerable weight to this apprehension. 

Here and there, frequently among the older statutes of the 
southern states, are found items of legislation which bear upon 
labor relations. Some are of the type which grant certain rights 
to organized labor, while others are of the restrictive type. Sev- 
eral examples of each type may be mentioned, without attempting 
any exhaustive survey at this point. Texas, for instance, has a 
law which definitely grants to labor the right to organize and 
picket peacefully.1® Louisiana has a law limiting the use of in- 
junctions in labor disputes and prohibiting coercive employment 
contracts, i.e., a “‘little Norris-LaGuardia Act’’. Arkansas and 
Texas prohibit blacklisting of employees. South Carolina pro- 
hibits discharge of employees because of membership in labor 
organizations. Arkansas and Kentucky place certain limits on 
the use of peace officers for antilabor purposes. Oklahoma for- 
bids employers to make false statements as to the conditions of 
employment, and furthermore, requires that employers advertis- 


18 In 1937 Massachusetts, New York, Pennsylvania, Utah and Wisconsin enacted state 
labor relations acts patterned closely after the Wagner Act. In 1939, however, Pennsylvania 
and Wisconsin transformed their laws so as to be highly restrictive of the rights of organized 
labor; in the same year Michigan and Minnesota enacted new laws of the same restrictive 
type. The action of the four states last mentioned followed the lead of Oregon, which in 
1938 passed a drastic law limiting the conduct of strikes, picketing and boycotts. Massa- 
chusetts, New York and Utah, on the other hand, have retained their original *‘little Wagner 
Acts."" (Certain modifications in the case of New York and Massachusetts appear not to 
have altered the essential character of the acts.) 

19 Legislation of this type, it must be recognized, is by no means the only factor which 
determines whether or not a particular state grants substantial rights to organized labor. 
Attitudes and decisions of the state courts toward the everyday activities of trade unions are 
as of great, or even greater, importance in determining the practical range of freedom which 
is accorded to organized labor. 
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ing for a labor supply include mention of any existing strike or 
lockout. On the side of restrictive legislation, Tennessee has a 
law prohibiting sit-down strikes. Until this year, when the 
Supreme Court of the United States declared it unconstitutional, 
Alabama had a drastic law against picketing and boycotts. Cer- 
tain old laws prohibiting “‘enticing, intimidating or hindering” 
labor remain on the statute books of Arkansas, Georgia, Okla- 
homa, and Texas. These, like Florida’s new law providing for 
the voluntary incorporation of unions, have potentialities for 
restriction of the activities of organized labor. Finally, provi- 
sions for mediation and conciliation of labor disputes, which are 
per se neither protective nor restrictive of labor's rights, are found 
in eight southern states, although there is a considerable varia- 
tion among states in the extent to which this apparatus is ac- 
tually utilized. Florida, Mississippi, North Carolina, Tennessee 
and Virginia are the southern states which lack provisions for 
mediation and conciliation. 

State legislation for the limitation or abolition of industrial 
homework is another area which has been little cultivated by the 
southern states. Homework abuses are known to be widespread 
in the South. Many employers, both northern and southern, 
would welcoine relief from the unfair competition of those who 
contract home labor under sweat-shop terms. Yet only two 
southern states, Tennessee and Texas, have ventured to make a 
beginning on this task. Seventeen other states in the nation 
have passed some type of homework legislation. The Tennessee 
law is of the older type which attempts to protect the consuming 
public by regulating sanitary conditions under which homework 
is carried on; it fails entirely to grapple with the problem of 
exploitation of the home worker. The Texas law, passed in 
1937, is more modern; it provides for prohibition of certain types 
of homework, but it places the whole control of homework 
practice upon a health basis and lodges enforcement with the 
state Board of Health. The question of homework has been 
fully discussed in national conferences of state labor officials, 
but so far the southern states have neglected or avoided a serious 
grappling with the problem. 

Provisions for apprenticeship training, together with supervi- 
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sion of the terms of apprenticeship, constitutes one of the most 
recent branches of recognized labor legislation. Labor organiza- 
tions and employers have welcomed the tendency to pay atten- 
tion to this field. State apprenticeship councils, approved by 
the federal Wage-Hour Division, have been set up in 19 states, 
including Arkansas, Florida, Kentucky, North Carolina and 
Virginia. Joint apprenticeship committees, covering several 
trades, have been established in the five southern states just men- 
tioned, and also in Louisiana, Oklahoma, Tennessee and Texas. 
The movement for apprenticeship training so far has elicited con- 
siderable enthusiasm on the part of those interested, but very little 
public discussion of the implications of the program. 


V 


Marked differences in labor standards among the southern states 
are apparent in the foregoing conspectus. Certain states such 
as North Carolina or Oklahoma appear with noticeable frequency 
among the states listed as having the higher standards; neverthe- 
less they are occasionally found in the group with the lowest 
standards, as for example in the case of North Carolina’s complete 
absence of homework legislation or Oklahoma's 14-year child 
labor law. Other states, such as Mississippi, appear with marked 
frequency in the lowest-standard group, although they occa- 
sionally reach the relatively higher standards, as for instance in 
the case of Mississippi’s hours-for-men law. 

Table I provides a rough digest of these frequencies, indicating 
as a result something of the relative standing of the individual 
southern states with respect to the standards of labor legislation 
which they have attained. It is based entirely on the data which 
have already been presented.?° In the case of each particular 
item of legislation, standards A, B, and C are determined by 
reference to national standards which have been generally recog- 

20 Nineteen items or aspects of labor legislation have been utilized, viz., minimum wage’ 
1 item; maximum hours for women and men, 3 items; child labor, 4 items; workmen's com- 
pensation, 5; safety rule-making, 1; unemployment compensation, 2; administrative structure 
of state labor bodies, 1; homework regulation, 1; apprenticeship provisions, 1. The data on 
labor relations lacked sufficient comparability to be scored in the tally. 


As soon as the tangle over workmen’s compensation in Arkansas is straightened out, 
Arkansas will probably rank with the top group of southern states. 
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nized, or which seem to flow plausibly from the frequencies 
themselves. For instance, in the case of maximum hours for 
women, a state with an eight-hour law is assigned to Standard A, 
one with a nine-hour law to Standard B, and one with a lower 
standard, or none, to Standard C. A state which falls within 
Standard A in respect to compulsory workmen's compensation, 
for example, may be found in Standard B as regards minimum 
wage legislation. From these circumstances it is clear that an 
exact definition of Standard A in general cannot be given. We 
can say, however, that broadly speaking, “‘A’’ represents a high 











TABLE I 
Lasor STANDARDS IN SOUTHERN STATES (FREQUENCIES) 

STATE STANDARD A STANDARD B STANDARD C 
ee ee 3 4 12 
I ited ex0eee a 6-0 00 ¥oen 6 6 7 
MD ides wieirnsceenine aes 2 8 9 
eee 4 3 12 
ee 8 5 6 
I cic nas venensecceecine 6 8 5 
Mississippi.................-. I 2 16 
North Carolina............... 10 6 3 
ee 8 4 4 
South Carolina............... 3 5 II 
MND snes cccnccccncsenmes 2 7 10 
isa Banwevawe oye oereaks 3 10 6 
MN ix cro nsivicserenceesens 3 7 9 

reeks sa pn scorns xmawes 59 78 110 














standard for the South and medium-to-high for the country as a 
whole; ‘‘B’’ represents a medium standard for the southern states 
and medium-to-low for the nation; ‘‘C’’ is a low standard by any 
reckoning. 

From an inspection of Table I, three southern states emerge as 
characteristically Standard A (in the sense in which we have 
used it) in their present labor legislation. They are Kentucky, 
North Carolina and Oklahoma. These states are clearly the 
leaders in southern labor legislation. Their standards, in the 
main, come up to the average or better for the country as a whole. 
No southern ‘‘lag”’ is discernible. While it is true that Kentucky 
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and Oklahoma are sometimes omitted from the category 
of *‘southern’’ states, there are ample grounds and precedent for 
including them.*! Certainly North Carolina’s credentials as a 
southern state are unchallenged. 

Further inspection indicates three southern states which are 
characteristically “‘B’’, or intermediate in their labor standards, 
i.e., medium for the South and medium-to-low for the country as 
a whole. These are Arkansas, Louisiana, and Texas. Each of 
these states has its own particular weaknesses, not of a minor 
character, in its labor legislation. Yet the total showing of 
these three states, at least in relation to the items selected 
for study, places them definitely in advance of the seven low-stand- 
ard states, i.e., Alabama, Florida, Georgia, Mississippi, South 
Carolina, Tennessee and Virginia. In the seven last-mentioned 
states the southern “‘lag’’ is quite apparent. It should not be 
concluded, however, that these seven states are necessarily the 
lowest in the nation as a whole, as regards labor legislation. 
More than one northern or western state might be found upon 
examination to compete for places on the same level. 

To list and appraise the factors which might explain why some 
of the southern states have achieved much more advanced labor 
standards than others would be a significant task, although one 
which is not possible here. One striking fact, which seems more 
than a coincidence, is suggestive in this connection. Kentucky, 
North Carolina, and Oklahoma, the three southern states which 
lead in labor legislation, are states which do not impose a poll 
tax as a prerequisite for voting. The seven states which have the 
lowest southern standards are all poll-tax states, with the excep- 
tion of Florida, whose repeal of the poll tax was as recent as 1939. 
(Of the three states which fall in the intermediate position, 
Arkansas and Texas impose a poll tax while Louisiana does not.) 
It is possible, of course, to argue that the absence of poll tax and 
the presence of improved labor legislation are alike results of some 
common cause or causes. But there is also a strong possibility that 
the presence or absence of a poll tax as a prerequisite for voting is 


%1 The 13 southern states included in this survey are the same as those included in (a) 
Report on Economic Conditions of the South, prepared for the President by the National Emergency 
Council, 1938, (b) the constituency of the Southern Conference for Human Welfare. 
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itself a powerful factor directly affecting the quality of labor 
legislation. Those who have had experience in advocating 
labor legislation in both types of states have assured the writer 
of their belief that this is so. 


VI 


The findings above may be telescoped as follows: 

1. Southern states have partially overcome the traditional 
lag in southern labor legislation. Between 1935 and 1938 note- 
worthy progress was made. 

2. In respect to certain items of legislation the record of south- 
ern states, on the average, appears to be in line with the national 
average, e.g., in safety rule-making power, and in the structure of 
state labor bodies. 

2. Southern states are markedly backward with regard to mini- 
mum wage, child labor, occupational-disease compensation, and 
homework legislation. 

4. Highest labor standards in the South are found in Kentucky, 
Oklahoma, and North Carolina; medium for the South (medium- 
to-low for the country) are found in Arkansas, Louisiana, and 
Texas; lowest are found in Alabama, Florida, Georgia, Mississippi, 
South Carolina, Tennessee and Virginia. 

5. Best labor standards appear in states without the poll tax; 
lowest standards in states with a poll tax. 
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MUNICIPAL SUBSIDIES TO INDUSTRIES IN 
TENNESSEE! 


ROBERT E. LOWRY 
Tennessee Valley Authority 


Tennessee, like its sister states in the South, is liberally sprinkled 
with towns of between 2,000 and 10,000 inhabitants, and nearly 
all are actively seeking factories. Hitherto, their business had 
been chiefly derived from the surrounding rural territory, but in 
the 1920's came an expansion of employment opportunities in 
large cities, a decline in rural buying power, and a growing ten- 
dency of rural people to drive over good highways to larger and 
more satisfactory trade centers. All of these struck heavy blows 
at the small town economy. Something seemed urgently needed 
to slow down the centrifugal attraction of large urban centers. 

The smaller towns in Tennessee are commonly county seats, 
built around a courthouse square. The buildings that line the 
square provide the most desirable business locations in town, 
and the owners and occupants of these properties are extremely 
sensitive to fluctuations in community prosperity. The natural 
compactness of the business district, and the attendant concentra- 
tion of benefits from upturns in general business, tend to make 
quite active promoters out of the local merchants and businessmen. 

To these people, a decade or so ago, factory employment and 
pay rolls began to appeal with a new intensity as the most direct 
way out of business stagnation. Industrial promotion became the 
small town shibboleth; thousands of dollars were raised by private 
subscription and poured into development companies which built 
factory buildings for the casual occupancy of any operator that 
could be induced to come in. Later, although the economic 
depression cut sharply into the business capital available for 


1 Any interpretation of facts presented in this paper is entirely that of the author. 
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investment in development companies, industrial pay rolls 
became even more desirable. It was only natural under the 
circumstances for business interests to look to their local govern- 
ing bodies for assistance in financing industrial promotion. 

Local governing bodies and business groups already were in 
close alignment in the matter of community development. The 
mayor and governing boards of the towns were more often than 
not local businessmen as well as public officials. Chambers of 
commerce, in those towns which had them, were frequently housed 
in the city hall. Cities and counties had cooperated to the 
extent of waiving taxes against industrial properties of develop- 
ment companies. Now (the early 1930's) local government was 
to go a long step farther, and itself finance construction of factory 
buildings. 

In 1937, 41 Tennessee communities were visited for firsthand 
information on publicly sponsored industrial concessions, in- 
cluding free or nearly free taxes, buildings, and municipal services. 
In each community, city officials and business leaders were inter- 
viewed and public records were examined. Based on the 1930 
census the communities ranged in population from 800 to 25,000, 
with a median of 3,700. Geographically, the communities were 
distributed fairly evenly throughout the state. The sample was 
not entirely representative, since particular care was taken to visit 
as Many communities as possible where some form of subsidy was 
known to be in operation or contemplated. Representativeness 
of the sample was increased, however, by inclusion of towns where 
no previous information was to be had, and exclusion of other 
towns where subsidies were known to be in existence. The 
subsidy status of the 41 sample towns might be classified as 
follows: 


Number 
Towns which were: 
Without factories but willing to grant inducements................. 4 
Without factories and unwilling to grant inducements............... I 
With factories, one or more of which were being currently subsidized. 29 
With factories, with subsidies granted in the past................... 3 
With factories but without subsidies, past or current................ 4 
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II 


The most common form of publicly sponsored indticement offered 
to industry i: the 41 communities was the abatement of property 
tax charges, eicher by low assessments or by complete exemption. 
Communities generally considered tax favors very easy and 
justifiable inducements to offer. In the first place, they involved 
no appropriations from an often meager treasury. Second, lax 
property-tax administration in Tennessee towns had done much to 
erase the principle of uniformity from the public mind. In many 
taxing jurisdictions, less than half the current year’s levy was being 
collected during the same tax year, and there the low assessment, 
nonassessment, or formal exemption of industrial property tended 
to be a casually accepted practice. Finally, the tax-exempt prop- 
erty was expected to confer general benefits upon the community. 
The commonly expressed attitude was that a new factory, at the 
outset at least, was as much a community asset as a church or 
school or public auditorium and that as such it was entitled to 
relief from tax burdens. 

In 7 of the 41 towns, tax valuations on certain industrial prop- 
erties were so much lower than the prevailing assessment ratio 
to real value that they constituted drastic special discounts. For 
example, one city in 1935 reduced the assessed value of 3 vacant 
industrial properties from a total of $186,400 to $35,000 to attract 
new occupants. 

Outright property tax exemption was, however, a more common 
form of industrial inducement, with 27 of the 41 towns engaging 
in this practice at the time of the visits. Many towns had adopted 
a standing poli.’ of granting 5-year exemption to both real and 
personal property of all new industrial enterprises. In addition 
to the 27 communities that were currently exempting industries, 
most of the remaining 14 communities had granted exemptions 
to factories in the past or were willing to do so in the future, if 
opportunity to secure a new industry by this method should arise. 

Exemption of industrial real estate was ordinarily granted after 
its assessment, by resolution of the governing body of the taxing 
jurisdiction. Factory machinery, equipment, and other personal 
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property, on the other hand, were frequently not even assessed. 
Real property exemption, being formally granted, was ordinarily 
for a definite period of years; personal property exemption through 
nonassessment sometimes extended indefinitely, in line with a 
common practice as to other types of personal property in Ten- 
nessee. Perhaps the outstanding case of tax exemption occurred 
in the eastern part of the state where the exemption of two in- 
dustrial plants for 10 years cost the county $70,000 in property 
taxes for 1935 alone. 


Il 


Municipally owned factory buildings are a quite common form 
of industrial promotion today; since they are an outgrowth of, 
and have largely superseded, the privately financed development 
companies which flourished in the 20's, brief mention might first 
be made of the earlier type of promotional activity. 

Development companies were organizations of persons interested 
in community industrial growth. Such a company would ordi- 
narily contract with an operator who would occupy a factory 
building constructed from funds subscribed by local citizens. 
Usually the contract would entail no rent or tax payments by the 
operator. It was the experience of development companies that 
industries attracted by this method were not permanent and that 
continued subsidies were necessary for continued occupancy of the 
buildings. Of the 13 factories built some 8 to 15 years previously 
by development companies in the 41 towns, only 2 were still oc- 
cupied in 1937 by the original tenants, and all but 2 occupants 
still received substantial subsidies. Two buildings were vacant. 

Municipal buildings came into being in the early 30's when 
businessmen could no longer afford to contribute funds for de- 
velopment companies, but at the same time felt a greater need 
than ever for factories. Eighteen of the communities visited had 
altogether 20 municipal buildings occupied or under construction. 
Municipal ownership in each case occurred since 1930, and in 1937 
all buildings were still occupied by the original tenants. How- 
ever, the enterprises could not yet be considered permanent; from 
the point of view of the factory operator, ownership by cities 
was little different from ownership by development companies 
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and adverse conditions might yet cause a turnover in municipal 
properties similar to that which harassed development companies 
a decade ago. 

Nine of the municipal buildings were financed by general 
obligation bonds against the town. The financing procedure 
varied in detail but usually was as follows: The initial contact 
and negotiations between town and manufacturer were made 
through an industrial agent. Authorization for factory bonds 
was secured from the state legislature in order to assure the validity 
of the issue. (Sometimes the authorization provided for an audi- 
torium, market house, or ‘‘municipal building,’’ rather than fac- 
tory building.) The question of issuing factory bonds was referred 
to the voters. Approval by the voters was unfailing; in 12 com- 
munities voting on the question, the average ratio was nearly 27 
to 1 in favor of the issue. Negotiations proceeded and a contract 
was drawn up to be signed by the local governing body and the 
manufacturer. The bonds were sold, usually to local capitalists, 
and the factory was built according to specifications approved by 
the future occupant. 

General obligation bonds thus issued by the 9 towns varied in 
amount from $20,000 to $110,000. Resulting increases in per 
capita debt ranged from $6 to $40. Factory bonds in 4 of the 6 
towns where complete debt figures were available constituted over 
half the total indebtedness against the property tax base. 

In 11 communities with municipal factory buildings, the prop- 
erty was acquired without issuing bonds. One town converted a 
high school building into a factory and another used funds realized 
from the sale of a high school building to build a factory addition. 
In one instance, a factory was built after selling the municipal 
water plant. Two towns used a water and light fund surplus 
and one town used a general fund surplus. Some towns sold notes 
or mortgaged the factory property to finance part of the original 
cost, private subscriptions furnishing the remainder. In one case 
title was transferred to the town by the local development com- 
pany to avoid liability for taxes. 

In most instances, factory building obligations—either bonds, 
notes, or mortgages—were being met wholly or in part by general 
property tax levies, ranging from $0.20 to $0.50 per $100 of assessed 
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value. In a few instances, the debt was being partly liquidated 
through rental payments by factory occupants. Eight buildings 
were being paid for in part at least by wage assignments of em- 
ployees. The applicant for work in these factories must agree 
to assign to a building fund a specified portion of his weekly earn- 
ings, amounting to from 3 to 6 per cent in the various towns; 
failure to do so would cost him his job. 

The occupancy of municipally owned buildings was by con- 
tractual agreements, the terms of which were quite favorable to 
the operator. Discounting individual variations, the typical 
contract called for exemption of the operator from all municipal 
taxation and use of the property rent free. Free municipal utility 
services more often than not were provided by the city. Main- 
tenance and such replacements as are required from time to time 
by ordinary use of the building were paid for by the occupant, but 
insurance charges to cover extraordinary damages were usually 
met by the town. Unless the occupant closed down for a stated 
interval, the town was bound by terms of the contract for from 10 
to 25 years, usually with a renewal option. The operator, on the 
other hand, could vacate on short notice and as stated in one 
contract continue ‘‘as steadily and to such an extent as the natural 
and ordinary business of the company will warrant from time to 
time.’’ Generally, the only labor clause was a stipulation that 
recruitment of employees so far as possible must be from within the 
county. 

In addition to tax favors and free use of municipal buildings, 
preferential treatment was often accorded industries in the provi- 
sion of municipal services. Of the 41 communities, 36 had munic- 
ipal water systems; 11 provided free water to certain industries, 
and 4 provided water at flat rates below cost. 

Ten municipalities in 1937 owned electric distribution systems. 
Four of these provided power to certain industries free of charge, 
and 2 had special rate agreements. Since 2 systems had no 
industrial power consumers, only 2 towns of the 10 supplied power 
to all industrial consumers at the regular industrial rates. 


IV 


Limited information was obtained in the 41 towns on the sub- 
sidy status of 86 plants operating or under construction in May 
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1937. These included all or nearly all establishments other than 
those serving purely local needs or employing less than 50 persons. 
At the risk of over-indulging in statistics, the plants have been 
classified in various ways to show the types of operation most 
frequently subsidized. 

At least 50 of the 86 factory operators had received concessions 
from the communities in which they were located. That indus- 
trial concessions are essentially small town phenomena was con- 
vincingly indicated by the fact that only 2 of the 50 factories 
known to have been subsidized were located in the 4 cities of over 
10,000 population, despite the fact that 20 of the 86 factories were 
located in these cities. 

Between January 1930 and May 1937 a total of 39 new factory 
operators had located or were in process of locating in the 41 com- 
munities. They included 19 occupants of new buildings and 20 
new occupants of buildings vacant because of the failure or removal 
of former occupants. (Th: latter do not include changes in owner- 
ship or management thac produced no external effect upon plant 
operations.) None of the new factories had been built in the 4 
cities of over 10,000 population, although there were some addi- 
tions to existing properties; in these larger cities there were only 4 
new occupants of vacant buildings. 

The seven and a half year period witnessed a large increase in 
small town industrialization relative to what had gone on before, 
and most of the new industries received benefit of subsidy. Of the 
66 factories operating or under construction in towns under 10,000 
population, 19 represented construction since January 1930, and 
16 more represented new operations in vacant buildings. All but 
one of the operators in the new buildings and all but 3 of the new 
operators in old buildings had been subsidized. Of the 31 factories 
in the smaller towns that had been under the same operators and 
in the same buildings since before 1930, only 17 were known to 
have been subsidized. (See Table I.) 

Garment factories, including those devoted to the manufacture 
of overalls, work shirts, work pants, and ladies’ low-priced ready- 
to-wear apparel were the most frequently subsidized establishments 
in the smaller towns. There were 31 garment factories in the 
sample towns, 28 of which were in towns of less than 10,000 
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population. Twenty of the 28 were established since January 
1930, and all 20 had been subsidized. 

The shoe industry also has been a frequent recipient of special 
favors, to judge from a rather small sample. Seven of the 8 
shoe factories examined, all located in towns under 10,000 popula- 
tion, are known to have been subsidized. The fact that only 4 
of the shoe factories had been established subsequent to January 
1930 indicates a slower development of this industry than of the 
garment industry. 

Textile mills, including hosiery, silk, and rayon mills, in the 
past have received inducements less frequently than have garment 


TABLE I 


Sussipy Status or 86 Factorigs 1n 41 Tennessee Communitizs, AccorDING TO S1zE OF 
Community aND Acg or Buitpinc aND LsnortH oF Present OpgraTION, 1937 











SIZE OF COMMUNITY AND AGE OF BUILDING ee a ee 
AND OPERATION 
Toral Subsidized Not Subsidized 
EINES 6.5 0:6. bccdeietsmeneeeeue es 86 50 36 
In communities Over 10,000.............++- 20 2 18 
Same building and operator as before 1930... 16 _ 16 
New building after January 1930........... _— _ _— 
New operator after January 1930........... 4 2 2 
In communities under 10,000............... 66 48 18 
Same building and operator as before 1930... 31 17 14 
New building after January 1930........... 19 18 I 
New operator after January 1930........... 16 13 3 














and shoe factories. Only 13 of the total of 26 textile mills in the 
sample are known to have received subsidies, and 12 of these were 
among the 20 textile mills located in towns under 10,000 popula- 
tion. On the whole, textile mills had been longer established 
than garment factories but the more recent mills showed the same 
tendency to subsidization; 8 of the 11 mills established after 
January 1930 are known to have received concessions. 

Data indicate that most of the recent industrialization in the 
smaller towns was by outside-owned organizations, and it was 
these plants that received most of the subsidies. Of the 55 
branch or outside-owned units, 46 were located in towns under 
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10,000 population, 32 of the 46 having located since January 1930. 
Thirty-eight of the outside-owned plants in the smaller towns were 
subsidized. 

In only 31 of the 86 factories was a majority interest in the 
operating company held by local people. Twenty-one of these 
locally owned companies operated in towns of less than 10,000 
population, but only 3 of them had been established since January 
1930. Ten of the 21 locally owned plants in the smaller towns 
had received subsidies. 

Twenty-five of the outside-owned plants in the smaller towns 
were from the North, against 21 that were of southern origin. 
The 25 northern-owned units included 19 that received concessions, 
and the same number of subsidized plants were included in the 
21 southern-owned units. 


Vv 


The question of validity of publicly sponsored industries for 
private profit is far too complicated to receive the attention it 
deserves in this paper. Evidence can be briefly presented to show 
that unlike most other southern states and contrary to the actual 
practice in Tennessee, the Tennessee constitution, unchanged since 
1870, frowns upon industrial tax exemption and municipal factory 
buildings alike. 

The principles of the general property tax are incorporated in the 
Tennessee constitution, with a uniform rate applying to all 
property; only those types of property particularly declared exempt 
are released from state and local taxation, and industrial property 
is not one of the specified items. (Article 2, Section 29, 30.) 
The body of judicial opinion is that: 


This Constitutional mandate, that all property (except that mentioned 
therein for exemption) shall be taxed, prohibits even the legislature from 
granting any other exemption whatever, no matter what the considera- 
tion; and if it attempts to do so, the effort is unavailing and void, for 
want of legislative power (Railway Co. v. Wilson County, 89 Tenn. 597 


(1891)). 


In recent years the courts have been rarely called upon to decide 
questions of tax exemption for industries. In 1934, however, such 
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a case came before the state supreme court. The Carter County 
court had entered a contract with a rayon company granting that 
organization 10-year property tax exemption to induce it to locate 
in the county. A taxpayer sought a writ of mandamus to compel 
collection of back taxes and carried his case to the state supreme 
court. That body, while gingerly recognizing Railway Co. v. 
Wilson County, denied that the relator was an injured party and 
competent to bring suit, since the payment of back taxes by the 
rayon company would not restore to him any part of the taxes he 
had already paid. The county itself was competent to bring suit, 
but in that regard the court declared: 


We are, however, prepared to express the opinion that a court of equity 
will not compel a corporation, private or municipal, to bring suit of this 
nature . . . when the maintenance of that suit by the corporation would 
be an act of bad faith. This, even though the legal right be clear. A 
decree for relator would not ultimately profit the county morally or 
materially. ; 

Largely in consideration of the tax exemptions offered the defendants by 
Carter County (and this is necessarily true), these enterprises were there 
located. Although the county court exceeded its authority in making 
these promises, the defendants acted upon such promises, and the county 
court has honestly endeavored to live up to its word. It would indeed 
be harsh treatment to wrest from these defendants the aggregate of the 
taxes sued for, with interest and penalties, which would amount to more 
than $500,000. Under prevailing conditions, it is an effort for industry 
to move at all. No enterprise could easily stand such a staggering blow 
as the decree which relator here seeks. (State ex rel. Allen v. American 
Glanzstoff Corp. et al., 167 Tenn. 597 (1934), p- §7-) 


The Tennessee constitution authorizes counties and towns to 
tax for county and corporation purposes. The question arose as to 
whether construction of a factory building is a proper purpose for 
municipal taxation when a private legislative act of 1925 permitted 
the town of Lebanon to issue bonds up to $200,000, the proceeds 
to be used to attract industries. The constitutionality of this act 
was appealed, and the state supreme court ruled that to use public 
funds in this manner did not constitute a corporate purpose and 
therefore was in conflict with Article 2, Section 29 of the state 
constitution (Ferrell v. Doak, 152 Tenn. 88 (1924)). The court 














MUNICIPAL SUBSIDIES IN TENNESSEE 327 


drew a distinction between the investment of public funds in an 
enterprise where the public has some voice in its management, 
and the case at hand where control was entirely removed from the 
public agency. The court quoted with approval the following 
paragraph from Ruling Case Law: 


It is well settled that money raised by taxation cannot be lawfully ex- 
pended to contribute aid to any kind of manufacture carried on by a 
private individual or corporation for profit and not under obligation to 
serve the public, even if establishment of a factory will be of indirect 
benefit to the people of a city or town which is for that reason desirous 
of making the contribution. (Vol. 26, p. 59.) 


It appears reasonably clear that the Tennessee constitution, as 
interpreted, permits neither industrial tax favors nor municipally 
owned factory buildings. As already indicated in the sample 
towns, however, both forms of subsidy were commonly carried 
on as matters of local policy, despite constitutional objections. 

In the 1935 and 1937 sessions of the Tennessee legislature, as 
many as 23 local acts were passed authorizing municipal bond 
issues for factory construction. The number of such enactments 
by no means pictures the extent of actual subsidy practices. Often 
the authority to issue factory bonds is secured to place the com- 
munity in a better bargaining position with industries if and when 
opportunities for negotiation arise; consequently it sometimes 
happens that authorizations are never used. On the other hand, 
comparatively few private acts are enacted permitting tax favors 
for industries, communities usually granting this type of subsidy 
without bothering to get express legislative approval. 

One private act makes provision for a pay roll levy to finance 
factory construction. A 1935 amendment to the charter of the 
city of Dickson contained the following provision: 


. . . the Mayor and Board of Aldermen shall have the right and power to 
build, erect, or acquire, in the name of the City of Dickson, buildings to 
be used to furnish employment to those in need of employment, and to 
contract with all desiring employment in the said buildings for a cer- 
tain percentage of their earnings until the said original cost of the said 
buildings or improvements is fully paid. (Private Acts of Tennessee 1935, 
ch. 380.) 
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VI 


The survey of 41 Tennessee communities in 1937 revealed thai 
tax favors were the most common form of subsidy offered to new 
industries. Municipal factory construction for private operation, 
however, was proving a more attractive, though more expensive 
inducement, and the number of such factories was growing rapidly. 

A large proportion of factories in the smaller towns were 
brought in since January 1930, indicating a remarkable accelera- 
tion of small-town industrialization. On the other hand, the 
number of vacant factory buildings to be filled suggests a high 
removal rate for small-town factories, whether from failure or 
otherwise. The frequency with which new plants and the re- 
newed operation of old plants were subsidized suggests that in 
small communities the practice of granting concessions to new in- 
dustries had become almost universal. 

Low-wage garment and shoe manufacturers of outside origin 
accounted for most of the increase in the number of factory units 
established since January 1930, and nearly all were subsidized. 
The data do not indicate, however, whether the garment and shoe 
industries were being attracted by the special inducements or were 
merely accepting them as incidental to larger considerations of 
plant location—such as labor supply or relative wage levels. 

Must of the communities were found badly in need of employ- 
ment opportunities and were willing through subsidies to seek 
those factories most immediately available, which were usually 
low-wage industries employing unskilled labor. After factories 
were obtained and the economy of the community shaped to them, 
it appears inescapable that factories or their equivalent in terms of 
employment and pay roll must be retained to avoid serious social 
and economic consequences. In order to hold low-wage factories 
against labor costs that have been rising since the factories were 
brought in, the communities may find that subsidies must be con- 
tinued or even increased. 

The problem is extremely complex. While the principle of 
subsidy does not bear up well against theoretical argument, the 
abrupt removal of subsidized industries in some communities might 
be catstrophic. Some towns may find a way out of their dilemma 
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by the gradual displacement of industries whose present location 
is determined principally by low-wage labor and expensive sub- 
sidies; to take their places, the community, county, and state might 
foster, by modified forms of temporary encouragement if necessary, 
industries that promise soon to become self-supporting because of 
natural environmental advantages. 

Problems relating to municipal subsidies to industry have the 
utmost significance to the regional economy, and provide a fertile 
field for further investigation and analysis. Some questions that 
remain unanswered are: What standards can be applied to measure 
the net benefits of a given industry to a given community? What 
proportion, if any, of these net benefits is a community justified in 
sacrificing by cash outlays or tax favors for industrial promotion? 
How should the cost of these inducements be borne? How can 
excessive competition for industries between communities, states, 
and regions be controlled? What legislation might be enacted, or 
what other action might be taken, dealing with these problems 
of industrial subsidies? 








ADAM SMITH AND EDMUND BURKE: 
COMPLEMENTARY CONTEMPORARIES 


WILLIAM CLYDE DUNN 


Southwestern 


Economics and politics were long considered inseparable ele- 
ments of political economy. Only in the last century did the two 
tend to drift apart. The division of intellectual labor which 
typified that period and that process seems to have reached a point 
of diminishing social returns, and there is currently the tendency 
to re-identify the two fields as aspects of social study in general. 
As Professor Charles A. Beard has made abundantly clear, econo- 
mists erred in treating wealth and ‘‘the economic man”’ apart 
from the state which sets the very basis of economic operation; 
and politica] scientists were faulty in considering rights and the 
political man divorced from all economic interests which direct 
political activity.! Today’s interrelated society suggests the 
complementary nature of economic and political institutions and 
poses the need of a social science compatible with modern in- 
dustrial civilization. In so far as there exists a conflict between 
classical economic theory, centering about free private enterprise, 
and traditional political ideology, involving nationalistic state 
sovereignty, it is important to know the essence of each. That 
they were related at their inception lends hope to the possibility 
of their effective reconciliation in the future. 

Adam Smith and Edmund Burke, contemporaries of late eigh- 
teenth-century Britain, gave such emphasis to economics and poli- 
tics, respectively, as to encourage the identification of each field 
as a distinct component of political economy. Smith, the Scottish 
professor and apostle of *‘the invisible hand,”’ is generally credited 
with the formulation of the liberal economic doctrine of free 
enterprise: ‘‘for the first time an incoherent mass of empirical 


1 The Economic Basis of Politics. 
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maxims was codified into a definite system, and elevated to the 
dignity of a science."’? Burke, the Irish parliamentarian and 
advocate of “‘the divine tactic,’’ is usually recognized as the 
founder of the conservative political dogma of constitutional tradi- 
tion: ‘‘as Einstein is the discoverer of the truth of physical rela- 
tivity, so Burke is the discoverer of the truth of political 
relativity."’* In these lights—Smith as an economic liberal, and 
Burke as a political conservative—these men have been tradi- 
tionally considered. Indeed, it has been insisted that “‘their 
ideas, their methods, even their problems were decidedly different, 
as different as the men themselves and their personal careers.’’‘ 
Should such differences be granted, there would remain the pos- 
sibility of a positive relation between them as trail-blazers start- 
ing from a similar point. Their mutual background and intellec- 
tual reciprocity suggest the contingent nature of their pursuits 
and their doctrines. It is the purpose of this short study to ex- 
plore, by quotation and interpretation, the feasibility of relating 
Adam Smith and Edmund Burke as complementary contemporaries 
of the late eighteenth century. 


I 


The point of view of a given generation is largely a special out- 
growth of the preconceptions current in the community. Parallel 
life-spans of Smith (1723-1790) and Burke (1729-1797), spent 
alike in the same country, suggest that the two men shared the 
same climate of opinion. The ‘‘enlightened common sense”’ of the 
period was dependent as much upon immediate social circumstance 
as upon intellectual background. There was a growing challenge 
to the state-sponsored privileges of mercantilism because ‘“‘prin- 
ciples of liberty offered wider prospect of exploitation to men 
whose interests were bound up with the implications of unfettered 
production.’’> The prospects of enormous industrial development 
suggested the substitution of government by the whole people for 
administration by privileged orders. Not unnaturally, the dy- 


2 Leslie Stephen, History of English Thought in the Eighteenth Century, Il, 283. 

3 Robert H. Murray, Edmund Burke, p. 408. 

4 Melchior Palyi, ‘“The Introduction of Adam Smith on the Continent,’’ in John Maurice 
Clark, et al., Adam Smith, 1776-1926, p. 181. 

5 Harold J. Laski, The Rise of European Liberalism, p. 64. 
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namics of economics came face to face with the statics of politics. 
Fuel for both sides of the conflict was furnished by a similar social 
heritage. 

Intellectual hallmarks of the period were principally two: 
the primary, a philosophy of natural order; the secondary, a belief 
in the significance of history. Natural order, that important 
source of laissez-faire economic doctrine, was notably the touch- 
stone of all eighteenth-century thought. Just as ‘“‘relativity, 
process, adjustment, function, complex’’ are the prerequisites of 
twentieth-century thinkers, just so were “‘nature, natural law, 
first cause, reason, sentiment’’ the sine qua non of eighteenth- 
century enlightened persons.* ‘‘Nature’’ or ‘‘natural’’ has, it is 
true, little meaning unless we know the thing being judged by that 
standard. The standard itself was the beneficent consistency 
noted in the natural sciences. The thing being judged was social 
action from which God had been relegated to a limited monarchy 
in Heaven and to which nature had been imputed from its observed 
role in the physical world. ‘The special characteristic of the 
appeal to Nature is negation, antagonism; it is an appeal from 
what exists or from what is proposed....'’? To the eighteenth- 
century mind, as epitomized by the French Physiocrats, the ‘‘ordre 
positif’ was the existing condition of society, brought about by 
the blunderings and unwarranted interference of governments. 
The ‘‘ordre naturel’’ was the condition of society which would 
establish itself if these interferences were removed. That the 
junction between French and British thought was a fundamental 
fact of the eighteenth century should emphasize the bearing of 
those ideas upon both Smith and Burke. 

Despite the magic which nature held for the philosophical 
century, it alone did not command the field. Reason suggested 
that history might provide strong support to the dictates of nature. 
History was, indeed, ‘‘philosophy teaching by example.’’ Histor- 
ical-mindedness, that basic element of modern nationalism, was 
currently subservient to natural order philosophy; facts were less 


6 Carl L. Becker, The Heavenly City of the Eighteenth-Century Philosophers, p. 47. 
7 David G. Ritchie, Natural Rights, A Criticism of Some Political and Ethical Conceptions, 
Pp. 20. 
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fundamental than illustrative. In Montesquieu’s ‘‘new history,” 
there appears a prophetic departure from the period’s path. The 
Esprit des lois, published in 1748 and prompted by deductions from 
the English system, directly opposed the rationalistic method of 
the century by applying an historical approach to the study of 
social institutions. Like the Economistes, Montesquieu regarded 
social phenomena as subject to laws, but not to the laws of an 
absolute rational order. This deviation from the natural law 
norm has been well expressed: ‘‘political and social institutions 
are relative to the needs which they serve, to the spirit of the 
people among whom they exist, to climatic conditions, and above 
all, to the other political and social institutions with which they 
co-exist.""* It is not unexpected that excesses, coming from late 
eighteenth-century revolution, should strengthen this reliance 
upon past experience in society as an alternative to a trust in the 
individual’s native capacity to emulate ‘‘nature’s simple plan.”’ 

While natural order philosophy and the new historical spirit 
appear as elements of a conflict between individual dynamics and 
social statics, they did share something of the same essence. 
There was a standard of conformity in each: for natural order, the 
ways of nature in a physical sense; for tradition, the ways of man 
in a social sense. Sponsors of the first saw in history an adherence 
to nature, though immediately convention seemed antithetical. 
Advocates of the second perceived in nature a complexity which 
characterized any given social institution and a biological growth 
which had its counterpart in the development of the social or- 
ganism. All of this appeared in the intellectual content of the 
time. In the actual process which emerged, the complementary 
aspects of the viewpoints are manifest: natural order philosophy 
yielded a degree of individual economic enterprise which grew 
into the international field and demanded national support of 
individual policy; historical-mindedness produced a sense of 
nationalism which came to encourage the individual in interna- 
tional economic activity. That Smith and Burke should have 
held ideas which synthesized into nineteenth-century economic 
nationalism is evidence of a kinship both deep and significant. 


8 Glenn R. Morrow, The Ethical and Economic Theories of Adam Smith, p. 20. 
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That relation seems to have begun in the degree to which each 
partook of eighteenth-century enlightenment. 


II 


Academic life and political life are interestingly different as 
incubators of ideas. The former is typified by Smith, the professor 
of moral philosophy in Glasgow College where he systematized 
his thoughts in two treatises and a set of lectures. The latter is 
characterized by Burke, the member of Parliament in London 
where he set forth his tenets in sporadic speeches and correspond- 
ence. Despite this difference in personal pursuit and in consequent 
character of communication, there appears substantial relatedness 
in the net product of the two men, reflecting alike their intellectual 
background. 

Attempting to characterize an organic whole by quoting within 
any reasonable compass may be “‘like the story of the man who put 
the brick in his pocket, thinking to show it as the model of a 
house."’® Indeed, arbitrary selection of minute and isolated 
parts of Smith or Burke might support many a special purpose. 
Also, it is difficult to distinguish between the flesh and the spirit 
of a man’s ideas, to relate words and intent, to recognize the con- 
scious use of old means for a new end. Realizing the limitations 
of any extractive and interpretative process, general practice seems 
to approve the present project: to give indications of the extent to 
which Smith and Burke partook of the mental heritage of the 
eighteenth century. 

Natural order philosophy is present in both Smith and Burke, 
and especially so in Smith. One prominent critic contends that 
‘‘Smith’s major claim to fame seems to rest on his elaborate and 
detailed application to the economic world of the concept of a 
unified natural order, operating according to natural law, and if 
left to its own course producing results beneficial to mankind.’’!° 
Another objects that “‘Smith understood ‘natural’ to mean the 
causal sequences which would be anticipated if disturbing influ- 
ences were absent,”’ that his use of the word reflected only a com- 
mon animus for the mysterious, that he was more interested in 


® William Hazlitt, Works VII, 409. 
10 Jacob Viner, “‘Adam Smith and Laissez-Faire,’’ in Clark, et al., op. cét., p. 118. 
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results than in apparatus.'! In rebuttal, still another insists that 
the sequence of events is with Smith something more than causal 
sequence, evidenced by two alleged facts: one, a divergence of 
events from the ‘‘natural’’ is possible; two, having gone wrong, 
things will right themselves if interference with the natural course 
ceases. In short, Smith's natural law implies a propensity work- 
ing to the accomplishment of a purpose. This animism is strictly 
in keeping with eighteenth-century deism, with which nature 
became ‘‘the polite word for God."” Though natural law could 
be used in a general sense or could have many meanings, Smith 
seems to have applied the term in a manner most reasonable to the 
thought of the times. The benevolence of that ‘‘all-wise Being 
who directs all movements of nature’’ was popularly held to be as 
applicable to social as to physical phenomena. 

That Smith’s natural order philosophy was substantial and not 
merely formal is attested by two recognized sources of his ideas. 
Francis Hutcheson, his early teacher, was one of a new era which 
discovered from nature’s ways the eighteenth-century deity who 
lived only for human welfare and whose will was to be known from 
considering ‘“‘the greatest happiness of the greatest number,”’ 
originally his own phrase. “‘If Smith was any man’s discinle, 
he was Hutcheson’s.’’'* Frangois Quesnay, his later associate, 
was one of the French Physiocrats who first applied natural order 
philosophy to the field of economics. Smith’s generous tribute 
to his system should be noted: “‘this system, however, with all its 
imperfections, is, perhaps, the nearest approximation to the truth 
that has yet been published upon the subject of political 
economy.’’' It has been well observed that ‘‘most of the teach- 
ings of the Physiocrats has come down to us through Adam 
Smith.’"'® Smith was truly a mouthpiece for his times, and na- 
tural order philosophy was prominent in the contemporary 
manner of thought. 

Smith’s application of natural order tenets did, it must be 


11 Eli Ginzberg, The House of Adam Smith, p. 223. 

12 Thorstein Veblen, The Place of Science in Modern Civilization, p. 88. 

13 John Rae, Life of Adam Smith, p. 11. 

14 An Inquiry into the Nature and Causes of the Wealth of Nations (Cannan edition), p. 642. 
15 Henry Higgs, The Physiocrats, p. 140. 
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_admitted, reveal a progressive realism.'* His Theory of Moral 
Sentiments, first published in 1759, designated a beneficent nature 
by many titles: ‘“‘the great director of nature,”’ ‘‘the final cause, 
“the Author of nature,”’ “‘the great judge of hearts,’’ ‘‘an invisible 
hand,”’ ‘*Providence,’’ ‘‘the divine Being,’’ and, in rare instances, 
““God.’’ Even without calling nature by a name, Smith here 
infers its animistic force in blanket fashion: ‘‘in every part of the 
universe we observe means adjusted with the nicest artifice to the 
ends which they are intended to produce.’’!7 Smith's Lectures, 
given at Glasgow between 1751 and 1763, were admittedly con- 
siderations of “‘the laws of nature as.we proposed, as they regard 
justice, police, revenue, and arms.’"!* ‘‘It is by far the best police 
to leave things to their natural course.’ The Wealth of Nations, 
12 years in the making and finally published in 1776, is relatively 
free from the ‘“‘beneficent deity’’ of his earlier work. His asser- 
tions of harmony are often qualified by such phrases as ‘‘in most 
cases,"’ “‘the majority,’ “‘in general,’’ ‘‘frequently.’’ Still, 
Smith's essence remains ‘‘a reliance on what is natural as against 
what is contrived.’’?° 

While there is no definite exposition of the theory of natural 
order anywhere in Smith’s work, the doctrine of natural liberty 
is always present in the Wealth of Nations as the basis of an attack 
on economic restrictions upon a large industrial potential. It is 
this constant permeation, however restrainedly and for whatever 
practical purpose of reform, which gave classical economists their 
cue of “‘laissez faire."’ Random Smithian maxims in the eco- 
nomic treatise might be considered in that light. Though ‘‘the 
great object of the political economy of every country is to in- 
crease the riches and power of that country,”’ society should so 
abdicate its administrative practice to the dictates of nature that 
‘‘all systems either of preference or of restraint, therefore, being 
thus completely taken away, the obvious and simple system of 
natural liberty establishes itself of its own accord.’’ The alleged 


16 Viner, op. cit., p. 127 ff. 
17 The Theory of Moral Sentiments (Millar edition), p. 149. 

18 Edwin Cannan, ed., Adam Smith, Lectures on Justice, Police, Revenue, and Arms, p. 264. 
19 Thid., p. 182. 

20 Erich Roll, A History of Economic Thought, p. 145. 
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role of nature in the physical world is transferred bodily into the 
political community: ‘‘in the political body, however, the wisdom 
of nature has fortunately made ample provision for remedying 
many of the bad effects of the folly and injustice of man; in the 
same manner as it has done in the natural body, for remedying 
those of his sloth and intemperance.’’ The pervasive influence 
of nature identifies private purpose with public interest: in pur- 
suing his own advantage, each individual is ‘led by an invisible 
hand to promote an end which was no part of his intention.”’ 
The universal power and beneficent purpose of nature were one 
with eighteenth-century understanding, and Smith rather logi- 
cally employed it in implementing the century's concept of social 
progress. 

Though Burke is generally adjudged a practical politician, he 
was one in his own definition of the term—‘‘a philosopher in 
action.’” His philosophy of politics conceived government, as a 
process, to be a growing organism; as a notion, to be a cunningly 
balanced machine, tending toward equilibrium. His presumption 
in favor of tradition is understandably close to a nature both 
animistic and good: ‘‘the more undividedly the canons of status 
and ceremonial honor govern the conduct of the country, the 
greater the facility with which the sequence of cause and effect 
is made to yield before the higher claims of a spiritual sequence 
or guidance in the course of events.’’*! Burke was forced to arrive 
at such a position by his belief that the true principles of politics 
are those of individual morality enlarged and that morality is 
properly epitomized by a ‘‘natural aristocracy.’’ Though Burke's 
sense of utility was defined as history, he repeatedly observed the 
method and discipline of nature. - 

At least one critic of Burke has been categorical in his imputa- 
tion of natural order philosophy to the British statesman:‘‘he 
always believed in a higher law, ‘an order that holds all things 
fixed in their place,’ to which nations as well as individuals are 
eternally subject.’ At any moment, this fixed order is character- 
ized as ‘balance,’ ‘‘equipoise,’’ ‘‘harmony.’’ Throughout time, 


21 Veblen, op. cit., pp. 105-106. 
22 John MacCunn, The Political Philosophy of Burke, p. 24. 
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it represents a divinely guided discipline, directing all to their 
appropriate place and function. Indeed, the really vital force is 
held to come from beyond reason and beyond history. 

Burke’s deep religious sense nowhere restricts his meaning of 
nature to God's reflection, but merely makes for color in his varied 
identification of the two as one. We might note his “‘Great Dis- 
poser’’ and ‘‘Awful Author of our Being’’ to which he attributes 
the ‘‘beautiful,’’ “‘just,"’ and “‘generous’’ order of ‘‘the Eternal 
Frame of the Universe.’ This order, as much social as physical, 
is subject to ‘‘the chains of nature,’’ ‘‘the eternal law,’’ and ‘‘the 
great primeval contract.’’ Such a purposeful nature reveals itself, 
in historical sequence, as “‘the known march of the ordinary 
providence of God.” 

Throughout, Burke does suffuse his works with natural law 
ideas. In his early ironical Vindication of Natural Society, he de- 
fends the virtue of political society by imputing to it the very 
beneficence which lovers of an original ‘“‘state of nature’’ had 
claimed as exclusive. In politics, as in religion, truth seemed to 
rest on faith rather than reason. Much is made of *‘those unal- 
terable relations which Providence has ordained that everything 
should bear to every other.’’ In his later practical polemics as 
a member of Parliament between 1766 and 1794, there appears an 
animistic and benevolent nature akin to the times’ common con- 
cept. In his Speech on Conciliation with America, the physical-social 
analogy is clearly made: ‘‘In large bodies, the circulation of power 
must be less vigorous at the extremities. Nature has said it.” 
In his Reflections on the Revolution in France, another confounding 
characteristic of natural order philosophy shows itself: ‘‘Our 
political system is placed in a just correspondence and symmetry 
with the order of the world, and with the mode of existence decreed 
to a permanent body composed of transitory parts.’” That nature 
is the true blueprint, note in his Letters on a Regicide Peace that 
“‘constitutions furnish the civil means of getting at the natural.” 
Further, in his Thoughts and Details on Scarcity, Burke makes specific 
the relations of the laws of nature: ‘“We, the people, ought to be 
made sensible, that it is not in breaking the laws of commerce, 
which are the laws of nature, and consequently the laws of God, 
that we are to place our hope of softening the Divine displeasure 
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to remove any calamity under which we suffer, or which hangs 
over us."’ With as little system, but with equal certainty, Burke 
shares with Smith the eighteenth century's fundamental philos- 
ophy of a pervasive nature. 

Just as Smith may be said to have typified the natural order 
philosophy at work and Burke to have evidenced sympathy with 
that set of ideas, just so may it be asserted that Burke character- 
ized the historical spirit in action and Smith to have recognized 
that spirit’s validity. History, for Burke, was at once the anchor 
of social order and the springboard of progress. On the one 
hand, Burke’s political thought was essentially ‘‘an empiricism, 
a philosophy of experience: the duration of an idea or of an in- 
stitution is a presumption in its favor.’’** His theory of ‘‘prej- 
udice’’ sustained any ancient opinion against a new-thought idea; 
his theory of “‘prescription’’ upheld any right grounded in ex- 
perience against a newly rationalized principle. In so far as any 
immediately contrived *‘ism’’ is metaphysically true, it is held to 
be morally and politically false. On the other hand, Burke's 
‘‘one supreme idea’’ involved expediency—'‘the adaptation of the 
established order of government to the wants and the interests 





<. 


of the governed.’’*4 Burke's ‘‘revolt against the eighteenth ' 


century’’ was his injection of the dynamics of historical 
circumstance into the static political picture—and this, in spite 
of his predisposition toward the past. 

The character of Burke's historical-mindedness was a matter of 
degree of change, of trueness-to-type, of expedience in terms of 
national tradition. History is no permanent perfection: ‘‘a 
disposition to preserve, and an ability to improve, taken together, 
would be my standard of a statesman.’"*® Expediency is not a 
final judgment: a nation’s social partnership is ‘‘not only between 
those who are living, but between those who are living, those 
who are dead, and those who are to be born.’’"?* Burke's heredi- 
tary principle seems to have been one of method: ‘‘people will-not 
look forward to posterity who never look backward to their 

23 Elie Halévy, The Growth of Philosophic Radicalism, p. 163. 

24 John Morley, Edmund Burke: A Historical Study, p. 71. 

25 *‘Reflections on the Revolution in France," The Works of the Right Honorable Edmund 


Burke (Bohn edition), II, 428. 
26 Ibid., p. 368. 
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ancestors.’’?7_ His principle of expediency seems to have had some- 
thing of substance: “‘New things in a new world! I see no hopes 
in the common tracks. If men are not to be found who can be 
got to feel within them some impulse . . . which makes them im- 
patient of the present . . . I see nothing in the world to hope.’’** 
The apparent paradox of relying at once upon principles of history 
and of expediency is resolved in terms of natural order philosophy: 
““by preserving the method of nature in the conduct of the state, 
in what we improve, we are never wholly new; in what we retain, 
we are never wholly obsolete.’’?* 

Critical opinion concedes to Smith an affinity for history. He 
‘had a considerable historical perspective, seeking for the roots 
things have in the past.’"*® Though Smith saw nothing sacrosanct 
in the prevalent economics, he did suggest slow graduations in 
any change running counter to a widespread bias. Recognizing 
the social origin of moral judgments in his Theory, Smith proposed 
a work on jurisprudence which was to have followed Montes- 
quieu's historical method. This, together with his treatment of 
economic phenomena in the historical passages of the Wealth 
of Nations, represents ‘‘an anticipation of the concrete historical 
outlook of the nineteenth century.""*! 

Smith’s writings do suggest a realistic appreciation of the 
historical background of proposed economic reform. In his 
Theory, society is ‘‘a great historical reality’’ beyond the power 
of the wills of men. In the Lectures, social stability is definitely 
admired: ‘‘if government has been of long standing in a country 

.. authority is then in perfection."” Yet, “it is absurd to 
preserve in people a regard for their old customs, when the causes 
of them are removed.’’ In the Wealth of Nations, supporting the 
traditional genius of the British constitution, ‘‘upstart greatness 
is everywhere less respected than ancient greatness."’ Still, the 
essential emphasis is upon progress rather than the status quo by 

27 Ibid., p. 307. 

28 **A Letter to William Elliot, Esq.,"’ Works, V, 81. 

29 **Reflections,’’ Works, II, 307. 

30 John Maurice Clark, “‘Adam Smith and the Currents of History,’’ in Clark, et a/., op. 
cit., p. 65. 

31 Glenn R. Morrow, ‘‘Adam Smith: Moralist and Philosopher,’ 
cét., p. 178. 
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presumption: ‘‘the progressive state is in reality the cheerful and 
the hearty state to all the different orders of the society. The 
stationary is dull; the declining melancholy.’’ Reconciliation of 
his history and natural order come with his recognition that 
every individual is a member of an historical commonwealth who 
seeks profits along paths approved by the natural social order. 


‘ Ill 


Smith and Burke met not only as minds feeding at the common 
trough of eighteenth-century ideas. Each appreciated the other 
as an illustrious contemporary. As fellow-members of Samuel 
Johnson's literary club, they moved in a similar circle of friends 
and came to know each other well. They were ‘‘always profound < 
admirers of one another's writings.’’*? Having read Burke's 
Sublime and Beautiful, Professor Smith remarked, relative to Burke's 
possible candidature for a post at Glasgow, that ‘‘the author of 
that book would be a great acquisition to the College, if he would 
accept of a chair.""** A warm supporter of the Rockingham 
Whigs, Smith commended Burke's resignation from the ministry 
when Rockingham died and Shelburne came in. It is reported 
that Smith told Burke that “‘he was the only man, who, without 
communication, thought on these topics [of political economy] 
exactly as he did.’’** In turn, Burke had a high regard for Smith. 
Hume wrote Smith that Burke was ‘‘much taken’’ with his book, 
the Theory. In the Annual Register, editor Burke reviewed the 
Theory favorably, accepting it as being ‘‘founded on truth and 
nature.’ Late in life, Burke ‘‘talked in very high terms of Dr. 
Adam Smith; praised the clearness and depth of his understanding, 
his profound and extensive learning, and the vast accession that 
had accrued to British literature and philosophy from these exer- 
tions.’’*® Such was the mutuality which Smith and Burke recog- 
nized. - 

The views which Smith and Burke each held with regard to the 


32 Rae, op. cit., p. 387. 

33 James Prior, Memoir of the Life and Character of the Right Hon. Edmund Burke (Small edi- 
tion), p. 47. 
3 Robert Bisset, The Life of Edmund Burke, Il, 429. 
35 Ibid., p. 428. 
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other’s field of major interest show a close ideological relation- 
ship between the two. There is much of Burkian politics in 
Adam Smith. Smith’s pursuits may have been far from parlia- 
mentary halls; but we may observe, as Samuel Johnson did of 
Smith's work, that ‘‘it is not necessary to have practiced, to write 
well upon a subject.’"** Smith had ‘‘a truly English reverence 
for law and order.’’*? Sharing Burke’s ‘‘salutary prejudice,” 
Smith saw in the English constitution a happily mixed, a properly 
restrained, a perfectly secure government protecting liberty and 
property. His political conservatism is attested by his considering 
government an agency for preserving, once they establish them- 
selves, the conditions of free competition. In the Lectures, ‘‘law 
and government ... seem to propose no other object but this; 
they secure the individual who has enlarged his property, that he 
may peaceably enjoy the fruits of it. By law and government all 
the different arts flourish, and that inequality of fortune to which 
they give occasion is sufficiently preserved.’ In the Wealth of 
Nations, his specific designation of proper duties of government 
suggests Smith’s agreement with Burke’s relative emphases upon 
purposes of administration: one, defense against foreign aggression; 
two, establishment of an exact administration of justice; three, 
maintenance of public works not adequately provided by private 
individuals. Burke's political maneuvers for economic reform in 
Parliament find support in Smith’s belief that legislators are 
‘without any exception, the greatest spendthrifts in the society.” 
So, stability and governmental restraint find fellow-advocates in 
Smith and Burke. 

Smith further follows Burke in the matter of the relation of the 
individual and authority. He consistently took the Whig position 
of opposing any attempt to increase the power of the crown. 
Ministers, too, come in for Smith's strictures: ‘‘that insidious and 
crafty animal, vulgarly called a statesman or politician’’** should 
give the people only security in self-seeking; and he is alleged to 
deserve that derogation from his inefficient policies of particu- 
larized state interference, equally condemned by Burke. Smith's 

36 James Boswell, Life of Johnson (Morley edition), p. 252. 


37 Francis Hirst, Adam Smith, p. 235. 
38 Wealth of Nations, p. 435. 
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theory of representation comes close to that of Burke. ‘That 
kings are the servants of the people . . . is the doctrine of reason 
and of philosophy; but it is not the doctrine of nature.’’*® This 
doctrine dictates that the people should not charge a delegate, 
but should have ‘‘some share in the management of affairs” 
through ‘‘leading men, the natural aristocracy of every country.’’*° 
Relative to colonies, Smith agreed with Burke’s American position 
of ‘‘wise and salutary neglect’’ by warning against the Roman 
experience with dependencies which were ‘‘not always at liberty 
to manage their own affairs in the way that they judged most 
suitable to their own interest.’’*! Positively, he advocated that 
American colonists enjoy the same rights and bear the same 
burdens as other English citizens, quite the Burkian view. In 
further agreement, Smith condemned the eastern company which 
““oppresses and domineers in India.’’ Liberty to subjects, pro- 
tected by a reality of representation, is Smith’s political conjunc- 
ture with Burke. 

Another plank in Burke’s political platform is shared by Smith, 
namely, the feeling for national tradition. In Edinburgh, Smith 
engaged in numerous patriotic activities: as a member of the 
Select Club, he cooperated in preserving the Scottish language 
against English inroads and in increasing native literary produc- 
tion; as an editor of the Edinburgh Review, he glorified the tradi- 
tions peculiar to Scotland; as a founder of the Royal Society of 
Edinburgh, he dedicated himself to Scottish nationalism. In 
considering the wealth of nations in general, he recognized na- 
tional ends as vital; enterprises important for national defence 
should everywhere be encouraged. While he does sometimes view 
the world as one economic society, he thinks prevailingly of so- 
cieties we actually have. His realism makes him a nationalist. 
On these sample scores, Smith evinces an agreement with the 
political tenets of Burke. 

There is much of Smithian economics in Edmund Burke. While 
Smith's deductions from principles of natural law were demon- 
strated in political actualities, Burke's inductions from the facts 

3° Theory, p. 89. 


40 Wealth of Nations, p. 586. 
| Ibid., p. 534. 
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of history were resolved into rules of economic order. This dif- 
ference in method is understandable, in Burke’s own words: ‘‘a 
statesman differs from a professor in an university; the latter has 
only the general view of society; the former, the statesman, has a 
number of circumstances to combine with those general ideas, and 
to take into his consideration.’’*? As has been properly pointed 
out, Burke was possibly the first English statesman who ‘‘grasped 
and advocated free trade as a broad economic principle.’’** The 
Thoughts and Details on Scarcity, Burke's principal economic dictum, 
might well have been written by Smith, so similar are they to his 
essential theses. The interest of the individual is identified with 
that of society in his reference to ‘‘the benign and wise Disposer 
of all things, who obliges men, whether they will or not, in pur- 
suing their own selfish interests, to connect the general good with 
their own individual success."’ Further, ‘‘to provide for us in 
our necessities is not in the power of government.’’ In short, 
“my opinion is against . . . meddling with the subsistence of the 
people.’’ Smith's ‘‘invisible hand’’ and laissez faire are implicit 
in Burke. 

Burke is in hearty agreement with the fundamental basis of 
Smithian economics, a philosophy of equilibrium, of automatic 
adjustment, inherent in the economic order. Capital is allegedly 
trustee for labor: ‘‘whether they mean it or not, they do, in effect, 
execute their trust. .. .On the whole, the duty is performed, and 
everything returns . . . to the place from whence it arose."" Labor 
is held to be a commodity, rising or falling in value with the 
demand; yet, ‘‘the nature of things has provided for their neces- 
sities.’" It is denied that buyer and seller have opposing interests, 
because ‘‘the contract is of the nature of a compromise; and com- 
promise is founded on circumstances that suppose it the interest 
of the parties to be reconciled in some medium.”’ Price is always, 
with Burke, equilibrium price: ‘‘the balance between consumption 
and production makes price. The market settles, and alone can 
settle, that price.’’ A primary relation of politics and economics, 
with Burke as with Smith, is that government should so restrain 


42 “Speech on the Petition of the Unitarians,’’ Works, VI, 114. 
43 Rae, op. cit., p. 154. 
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itself that business might prosper under the aegis of automatic, 
beneficent adjustment, for “‘the moment that government appears 
at market, all the principles of market will be subverted.”’ 

Facing the problems of the moment, Burke's political conserva- 
tism is often viewed as antithetical to Smith’s economic progres- 
sivism. Yet, a reconciliation appears when we consider Burke’s 
conception of reform. He sees ‘‘a marked distinction between 
change and reformation.’’** Change is ‘‘novelty,’’ a wholesale 
disregard for traditional circumstance. Reform is ‘‘a direct ap- 
plication of a remedy to the grievances complained of,”’ a specific 
modification in a detail proved faulty. When the situation de- 
mands, Burke urges in his Speech on the Economical Reform that the 
Parliament ‘‘consider the wisdom of a timely reform.’’ And such 
Burkian reform is liable to actualize Smith's economic philoscphy 
of natural liberty. 

This study presumes to have treated Adam Smith and Edmund 
Burke as symbols of a relation between the contending bases of 
late eighteenth-century political economy. Smith, the academic 
economist, represented essentially the thesis of natural order 
philosophy, making economic deductions from principles of a will- 
ful and beneficent force at work in the world of social, as well as 
physical, phenomena. Burke, the practical politician, repre- 
sented primarily the antithetical notion of historical-mindnedness, 
applying inductive methods to the actualities of history and de- 
riving formulae which seemed to show the happy intent and 
manner of an extra-rational factor. The relatedness of these two 
positions is obvious: Smith used historical facts as support for his 
natural order theory; Burke employed the philosophy of nature 
as a common denominator for his chronological sequences. Both 
critical interpretation and actual quotation seem to support this 
relationship in sharing eighteenth-century background. 

As contemporary political economists, though in decidedly dif- 
ferent roles, Smith and Burke demonstrate a substantial agreement. 
The fact that the former employed an economic emphasis and the 
latter used a political theme was contributory to the nineteenth- 
century concern with economics and politics as separate fields of 


44**A Letter to a Noble Lord,’’ Works, V, 120. 
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social thought. In the traditional framework of scarcity, Smith's 
tenets were refined by classical economists into the dogma of 
laissez faire; and Burke's ideas were systematized by continental 
idealists into the fetish of modern nationalism. In the present 
potential economy of plenty, there appears a possible synthesis of 
those opposing theses in a world order based upon universal 
economic satisfaction and local cultural representation. Such a 
synthesis can come only with the wise dedication of new-found 
scientific efficiency to time-tested human values. 
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UNEMPLOYMENT COMPENSATION AND THE COAL 
INDUSTRY IN WEST VIRGINIA 


THOMAS E. POSEY 
West Virginia State College 


The West Virginia Unemployment Compensation Act has been 
in operation for four years. Contributions started January 1, 1936 
and benefit payments began January 1, 1938. During this period 
of operation many interesting and peculiar problems have arisen, 
and the coal industry is the center of most of these problems. 
There are two major reasons why most of these problems in the 
administration of the unemployment compensation act are related 
to the coal industry: (1) Coal, which is West Virginia’s major 
industry, is a declining one—it suffers from chronic underemploy- 
ment and unemployment; (2) the standard unemployment com- 
pensation law whose pattern the West Virginia act follows very 
closely, was not designed to relieve a situation such as exists in 
the coal industry. 

It is the purpose of this atticle to present a discussion of some 
of these problems, and some efforts made to correct them. 


I 


The decline in the long-term trend of bituminous coal production 
has been pointed out in most of the recent studies of the industry. 
Veenstra and Fritz state in their study that ‘‘the industry, at the 
present time, is confronted with the peculiarity of a downward 
drift of output even though bituminous coal is the nation’s major 
source of energy in an age of mounting power requirements. This 
retardation of growth became especially marked after 1907, 
nevertheless, new high levels continued to be reached until 1918. 
At present the trend is clearly downward. Production during the 
1929 peak was lower than that of preceding peak years, and the 
depression of the 1930's has dealt a further serious blow to the 
industry. This curtailed consumption of coal production together 
with the steady increase in the use of machinery has created an 
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excessive number of miners dependent on the industry for a 
living.”’! 

The coal industry in West Virginia follows very clearly the 
national trend. But the fact that coal is West Virginia's major 
industry makes this condition more serious. Statistical data based 
on the period 1925-36 reveal that this industry employed 4o per 
cent of all the workers and paid 44.7 per cent of all of the wages.” 

Also in 1937-38, data compiled from wage statistics collected 
by the unemployment compensation department indicate the im- 
portance of coal in the economy of the state. (See Chart I.) 
The declining nature of the coal industry in West Virginia is 
revealed in two recent memorandums on economic and employ- 
ment conditions in West Virginia. One memorandum points out 
“that even with continued recovery in business in West Virginia, 
about 10,000 of the more than 13,000 miners on relief as of January 
15, 1936 will not again find employment in the mines, due to the 
loss in competitive position of bituminous coal in general and to 
increased mechanization. This involves a surplus of about 50,000 
individuals. This estimate counts a part time job as employment. 
If work in the mines were regularized, many more than this number 
would become unnecessary.’”? 

The other study which deals with employment and pay rolls in 
West Virginia was made by the West Virginia State Planning 
Board.‘ It presents in related form facts regarding the number of 
persons employed in industry and business throughout West 
Virginia, the amount of pay rolls paid to them and the fluctuation 
in population. 

This analysis covered the years 1924 to 1936. In addition to 
showing the total number of persons employed and monies re- 
ceived by them, the figures were reduced to percentage in terms of 
averages for a five-year period from July 1, 1924 to June 30, 1929. 


1T. A. Veenstra and W. G. Fritz, *‘Major Economic Tendencies in the Bituminous Coal 
Industry,’’ Quarterly Journal of Economics, Nov., 1936, p. 106. 

2 West Virginia State Planning Board Survey, A Study of Employment and Payrolls in West 
Virginia, 1925 tO 1937. 

3 Daniel Creamer, ‘‘Population Problems and Unemployment in West Virginia."" Memo- 
randum to the Committee on Social Security of the Social Science Research Council, May, 
1936. 

4 West Virginia State Planning Board Survey, op. cit. 
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This method brought out in bold relief the following significant 
facts: (1) General employment and pay rolls in West Virginia have 
generally but steadily increased from a low in 1933 until by 1936 
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employment had risen to 5 per cent above the selected five-year 
average; (2) this larger number of persons received a slightly less 
than go per cent in pay rolls, as compared with a corresponding 
average; (3) most important, however, is the fact that by the same 
year the estimated population had exceeded the five-year average 
by 14 per cent and therefore, more unemployment existed than 
before the beginning of the depression. 

In the coal industry by 1936, employment had risen from a low 
of 73.9 per cent almost to the 100 per cent mark. But pay rolls 


100% ie the Five-Year Average July 1, 1924 to June 30, 1929 
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had lagged 17 per cent below employment. Earnings in coal min- 
ing had been very unstable. Chart II illustrates the above data 
graphically. 

In 1937 the coal employment continued to rise. Wages rose 
from $128,753,956 to $147,060,000 in 1937, but in 1938 it dropped 
down to $115,263,000. This, of course, reflected the general 
business condition of the period. 

The declining status of coal plus the fact that it is West Vir- 
ginia’s major industry makes this state a special problem. More- 
over, when the unemployment compensation act was established, 
the framers of the law made little effort to adapt the law to this 
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particular labor situation. It follows very closely the pattern 
established by the federal draft, and as a result many difficulties 
have arisen. 


II 


The West Virginia Unemployment Compensation Act states 
‘that its purpose is to provide reasonable and effective means for 
the promotion of social and economic security by reducing as far 
as practical the hazards of unemployment. Specifically it pro- 
poses: (1) To provide a measure of security to the families of 
unemployed persons; (2) to guard against the menace to health, 
morals, and welfare arising from unemployment; (3) to maintain 
as great purchasing power as possible, with a view to sustaining 
the economic system during periods of economic depression; (4) 
to stimulate stability of employment as a requisite of social and 
economic security; and (5) to allay and prevent the debilitating 
consequences of poor relief assistance.’’® 

The major provisions of the law are as follows: 

1. Coverage. Firms that employ 8 or more persons excluding 
agriculture, domestic service, maritime service, family employ- 
ment, government workers and service for non-profit institutions. 

2. Benefits. In order to simplify the formula for the calculation 
of benefit payments, the legislature adopted in 1937 a method of 
computing weekly benefit basis on a percentage of annual earnings. 
The following table was incorporated into the law which gives 
the wage class wages in base periods, weekly benefits, amounts on 
maximum benefit in benefit year for the total and partial unem- 
ployment. 

This method of computing benefits is unsatisfactory to the work- 
ers because in most cases it is based on earnings which already 
include some unemployment and increases the number of payments 
for smaller weekly benefit amounts. 

3. Contribution. Employers only, uniform pay roll tax rang- 
ing from .o9 in 1936 to 2.7 in 1938 and succeeding years. A pool 
fund is provided with separate employers’ reserve account for 
merit rating purposes only. 


5 West Virginia Unemployment Compensation Law, p. 3. 
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4. Partial Benefits. The method for determining partial bene- 
fits was also changed in the amended 1939 law. Partial benefits 
under the new provisions are paid quarterly inalumpsum. Wage 


TABLE II 


Bengrit Rate; Tora, UNempLoyMENT 














MAXIMUM BENEFIT IN BENEFIT 
WEEKLY YEAR FOR TOTAL AND/OR PARTIAL 
WAGE CLASS WAGES IN BASE PERIOD BENEFIT UNEMPLOYMENT 
AMOUNT 
Weeks Amount 
(Col. A) (Col. B) (Col. C) (Col. D) (Col. B) 
I Under $150.00 (Ineligible) 
% $150.00-$199.99 $3.00 14 $42.00 
3 200.00- 249.99 3-50 14 49.00 
4 25§0.00- 299.99 4-00 14 56.00 
5 300.00- 349.99 4-50 14 63.00 
6 3§0.00- 399-99 5-00 14 79.00 
7 400.00- 449-99 5-50 14 77-00 
8 450.00- 499.99 6.00 14 84.00 
9 500.00- §49.99 6.50 14 91.00 
Io §50-00- §99.99 7-00 14 98.00 
II 600.00- 649.99 7-50 14 105 .00 
12 650.00- 699.99 8.00 14 112.00 
13 700.00- 749.99 8.50 14 119.00 
14 7§0.00- 799.99 9.00 14 126.00 
15 800.00- 849.99 9-50 14 133.00 
16 850.00- 899.99 10.00 14 140.00 
16 g00.00- 949.99 10.50 14 147.00 
17 950.00- 999.99 II.00 14 154.00 
18 1000 .00-1049.99 II.50 14 161.00 
19 10§0.00-1099.99 12.00 14 168.00 
20 1100.00-1149.99 12.50 14 175-00 
21 11§0.00-1199.99 13.00 14 182.00 
22 1200.00-1249.99 13.50 14 189.00 
23 1250.00-1299.99 14.00 14 196.00 
24 1300.00-1349.99 14.50 14 203.00 
25 Over 1350.00 15.00 14 210.00 

















Source: West Virginia Unemployment Compensation Law, p. 31. 


classes based on earnings identical with those set up under total 
unemployment were established. In addition, this table carries 
a series of figures for each wage class which may represent a work- 
er’s remuneration for a particular quarter. For illustrative pur- 
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poses one class from the table established by the unemployment 
law is given. 

Now, in any calendar quarter in which pay roll periods of less 
than full time work occur for an individual, if his wages are less 
than the amount shown above in column 1, opposite his wage 
class, he is entitled to receive as partial benefit for the quarter the 
number of weekly benefit amounts appearing at the head of the 
column in which appears the lowest amount which exceeds his 
actual remuneration for the quarter, less the number of weekly 
benefit amounts paid or payable to him for total unemployment 
during such quarter. 

For example, if a worker who was in the wage class shown in 
the illustration, received for any quarter between $187.50 and 
































TABLE Il 
Rate or Benerrtr—Part1aL UNEMPLOYMENT 
Wages | Weekly 

~~ in ya Benefit 

asst Period A 
Col. Col. | Col. . * 3 4 5 6 > 8 9 10 11 12 33 

A B c 
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Source: West Virginia Unemployment Compensation Law, p. 32. 


$172.50 he is entitled to one payment of $12.50 in a lump sum; 
if he receives for any quarter between $172.50 and $157.50 he is 
entitled to two payments of $12.50, et cetera. 

Claims for partial benefits must be filed within 60 days after the 
quarter in which part time work occurs. 

The provisions for disqualification, claim procedure, suitable 
work and eligibility are the same as in the majority of other acts. 
A director and advisory council appointed by the Governor di- 
rected the administration of the act. 

This synopsis of the act necessarily omits many matters relating 
to administration, definition and qualifications, but inasmuch as 
they are quite similar to other laws, this brief view is sufficient 
for our purposes. 
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III 


Total contributions paid to the West Virginia Unemployment 
Compensation fund minus refunds are as follows:* 


I Koa nines 5205s ee eh os Oh as SHER RCS E eee Aas $3, 437,638.41 
Le SR Apr ea nean one r Soe rag ey ty 7, 634,446.90 
4 ke RR See Pe Re er Nee Me Sor, Corea ir yee othe 9,199, 323-70 


Of this amount the coal industry contributed $5,939,761.40. 
The following statistical table which is a classified summary by 
industry of contributions, benefits and amount of benefits per 
$1.00 contributed shows clearly the importance of coal to the act. 
It should be noted also in this table that 44 per cent of all benefit 
payments for 1938 went to the employees of the coal industry. 
For every dollar contributed by the coal employers during this 
period $.74 was paid back to the miners. 

The average weekly benefits paid to coal miners was $11.48 
and the average total amount received by each man was $91.24. 
The average weekly benefits for all industry was $10.56, and the 
average amount received per man was $87.82. 

An analysis of contributions and benefit payments for 1938 
as shown in Table V, reveals that coal contributed approximately 
the same per cent of the total contribution for the year 1938 as 
it did for the total contributions for the years 1936-37-38. But 
the amount of benefits paid for $1.00 received for this year was 
$1.64. Of course, this reflects the poor business conditions of 
that time. 

In 1939 benefit payments dropped more than 50 per cent by 
industry as a whole. A comparison of benefits paid by industry 
for 1939 with that of 1938 as shown by Table VI reveals that em- 
ployment conditions of all industry improved, but that of the coal 
industry did not improve as much as the others. 

The contributions for the year 1939 had not been reported at 
the writing of this article. However, the director in a recent 
release to the press stated, “‘that operations in the last two years 
show that it will be possible to liberalize state unemployment 
compensation benefits or reduce employer contributions. The 
commission, ... which had approximately $11,000,000 in ac- 


6 West Virginia Department of Unemployment Compensation, Industrial Statistics, 1938. 









TABLE IV 
CrassirizD SuMMARY OF UNEMPLOYMENT COMPENSATION IN West ViRGINIA SHOWING 
ConTRIBUTIONS FOR 1936, 1937, 1938, Benerits Parp 1n 1938, AnD AMOUNT 
Recetvep per Dotiar ContrinuTED—BsyY INDUSTRY 





























AMOUNT 
RE- 
} cant oF caw oF — 
‘ INDUSTRY CONTRIBUTIONS TOTAL BENEFITS PAID TOTAL $1.00 
CONTRI- BENE- | Con. 
\ BUTIONS FITS | sprp- 
UTED 
Mining and Quarrying..... $7, 305, 512-02] 36.0 $5 ,393,761-40] 44.7 | 0.74 
Contract Construction...... 360,446.17| 1.7 398,197-15| 3-3 | 1-10 
Manufacturing............ 6,257,985 -52| 30.8 4,512, 901.04] 37-4 | 0.72 
) Transportation............ 2,135,379-38| 10.5 844,660.62} 7.0 | 0.40 
Communication and Utilities} 1,030,034.80] 5.1 229,264.73} 1.9 | 0.37 
Wholesale and Retail Trade.| 2,195,707.41| 10.9 470,596.64] 3.9 | 0.95 
Real Estate, Finance and 
MI ooo oc ck sarees 288,553.10] 1.4 150,832.25] 1.25 | 0.34 
Administrative Offices and 
Proteemioms. .........: 142,963.29] 0.7 24,133.16] 0.1 | 0.46 
ANA Ay 518,810.27] 2.6 132,732.38] 0.3 | 0.26 
Miscellaneous............. 56,017.10] 0.3 36,199.74 0.65 
WOES viss aitieniosesenacte $20,291,409.01|100.0 | $12,066,580.32|100.0 | 0.59 
Source: Statistical Division, Unemployment Compensation Department. 
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Crassirizp SUMMARY OF UNEMPLOYMENT COMPENSATION IN West VIRGINIA FOR 1938 
SHow1nc ContTrisuTions, BENgFITs, AND Per Cent or BENEFITS AND AMOUNT 
Recetvep per Dorziar ContTrisuTtED—sy INnpDusTRY 



































: AMOUNT 
cent oF cant oF [— 
INDUSTRY CONTRIBUTIONS | TOTAL | BENEFITSPAID | TOTAL | ¢''0, 
CONTRI- BENE- | fon. 
BUTIONS FITS ma 
; Mining and Quarrying..... $3 285,202.81] 35.7 $5 393,761.40] 44.7 | $1.64 
Contract Construction..... 152,378.92] 1.7 398,197-15| 3-3 2.62 
Manutactutiag...........- 2,724,267.64] 29.6 4,512, 901.04] 37.4 1.66 
Transportation............ 995,333-15| 10.8 844,660.62] 7.0 -85 
Communication and Utilities 506,076.36] 5.5 229,265.03] 1.9 +75 
Wholesale and Retail Trade.| 1,047,074.63] 11.3 470,596.64] 3.9 -89 
Finance, Insurance and Real 
Re reer 42,164.18] 1.5 54,133-16| 1.1 58 
Administrative Offices and 
ProvesMiOns..... «6.000005 68,970.58] 0.8 24,135.16] 0.2 1.01 
WIR ow 8. ace-9'9) oe esis ere eee 2§2,618.28] 2.8 132,732.38] 1. 53 
MlscCeuANSOUS. .....< 2... 25,237.15] 0.3 36,199.74] 0.3 1.44 
Wok oh cate $9,199, 323-70|100.0 | $12,066,580.32]100.0 | $1.31 





Source: Statistical Division, West Virginia Unemployment Compensation Department, 
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crued reserve in January, 1938, now has approximately $13,500, 
ooo. Responsibility for a decision to reduce employer contribu- 
tions, to increase benefits or both, to a degree, rests with the 
legislature.’’7 

The average number of persons employed in the state covered 
by the Unemployment Compensation law was 329,784 in 1937 
and 278,554 in 1938. Of this number approximately 100,000 
were miners in 1937 and 1938. However, according to the labor 
commissioner, there were almost as many workers not covered 


TABLE VI 


Crasstrigp SumMARY OF UNEMPLOYMENT COMPENSATION IN West VIRGINIA FOR 1938- 
1939 SHowiNG Bengrits AND Per Cent or Tota Bengrits—sy I[NpustRY 











PER CENT PER CENT 
INDUSTRY BENEFITS PAID, 1938 | OF TOTAL | BENEFITS PAID, 1939 | OF TOTAL 
BENEFITS BENEFITS 
Mining and Quarrying........ $5,393,761-40 | 44.7 $2, 158,548.00 $<.2. 
Contract Construction........ 398,197.15 3-3 214,028.00 5. 
Manufacturing............... 4,512,901.04 | 37-4 1,024,742.00 | 24.3 
po eee 844,600.62 7-0 169, 909.00 4-0 
Communication and Utilities. . 229,264.73 1.9 110, 320.00 2.6 
Wholesale and Retail Trade. ... 470,596.64 3-9 2.33,531-00 7:9 
Finance, Insurance and Retail 
ee 150,832.25 0.2 30, 800.00 0.7 
Administrative Offices and 
eee 24,133.16 0.2 16,161.00 0.4 
DE ceercncivthe ca cases savin 132,732.38 oe 140, 473.00 5.3 
ee 36,199.74 0.3 20,222.00 0.3 
eee $12, 066,580.32 | 100.0 $4,220,113.00 | 100.0 

















Source: Statistical Division, West Virginia Unemployment Compensation Department. 


because they worked for firms who employed less than 8 workers. 
When this number is added to the excluded group of agriculture, 
domestic workers, et cetera, the inadequacy of the coverage in 
the law is strikingly apparent. 

The concept of total unemployment under the law required 
complete separation from the job. In the coal industry, however, 
the majority of workers are never completely separated from their 
jobs and usually, according to this interpretation, only partially 
employed. However, an administrative ruling makes it possible 


1 Charleston Daily Mail, Feb. 3, 1940, p. 4. 
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for a worker who is separated from his job for a period of four 
weeks to elect to have such a period, and any continuation thereof, 
treated as a period of total unemployment. Such election on the 
part of a claimant would be advantageous to him because his 
benefit payments will start at once and be paid weekly. This 
procedure will not increase the total amount of his benefits, but 
it is better than waiting until the end of the quarter and receiving 
his payments in a lump sum as required under the partial benefit 
method. 

This question of partial benefit, especially mass partial, has 
received considerable attention from administrators of the law. 
The reasons for changing the partial benefit payments from a 
weekly to a quarterly basis and making the amounts to be paid 
dependent on wages earned for the quarter were as follows: (1) 
It stopped workers who received high weekly wages for two or 
three weeks, as is the case in steel, from collecting total benefits 
for the one or two weeks they were unemployed. The admin- 
istrators of the West Virginia act felt that men who had high 
weekly earnings, although they only worked one or two weeks, 
did not need total benefits for the weeks they were off. Under 
the new system, total earnings have to be below a certain amount 
for the entire quarter before they are even eligible for a partial 
benefit; (2) the bi-monthly method of paying the workers in 
the coal industry and many other industries also made it entirely 
too difficult for the employers to estimate weekly earnings for 
partial benefit payment purposes. In the steel industry particu- 
larly, where wages for some men on process jobs were not de- 
termined until the process was completed, it was practically 
impossible to ascertain their weekly rate; (3) it saves clerical time 
and expense because checks are sent out quarterly instead of 
weekly. 

Sufficient experience on this method of payment has not been 
accumulated to enable one to appraise fairly this new procedure. 
However, it is the opinion of the administrators of the act that it 
will not materially affect the amount of benefits paid. 

Merit rating as stated in the West Virginia law makes it prac- 
tically impossible for employers in the coal industry even to 
qualify. The law provides that after 1941 an employer could 








358 THOMAS E. POSEY 


secure a contribution rate of 15 per cent if the payment credit to 
his account equals at least 7} per cent of his average annual pay 
roll. If the reserve percentage is equal to 10 per cent he can qualify 
for a #5 of 1 per cent rate.® 

The statistical division of the unemployment compensation 
department has just completed compiling the amount of reserve 
credited to the account of each individual employer in the state. 
An analysis of the coal employers’ accounts show that the reserve 
for the majority of them is very small, in fact so small that even 
with favorable experience between now and 1943 the reserve will 
not be equal to 7} per cent of the average annual pay roll. In 
most instances if a coal employer had a large reserve it was a new 
company just starting operation. 

The status of this reserve fund for coal operators is rendered more 
precarious as a result of a controversy over whether the miner 
should be paid unemployment compensation for the time lost 
during the suspension of work from April 1 to May 12, 1939. 
This dispute arose because of different interpretations of article 
6, section 4, subsection 4 which states that ‘‘a worker shall be 
disqualified for benefits for a week in which his total or partial 
unemployment is due to a stoppage of work which exists because 
of a labor dispute at the factory, establishment, or other premises 
at which he was employed, unless the director is satisfied that he 
was not participating, financing, or directly interested in such 
dispute, and did not belong to a grade or class of workers who were 
participating, financing, or directly interested in the labor dispute 
which resulted in the stoppage of work.’’® 

The position which the United Mine Workers’ Union takes in 
behalf of the coal miners is that the suspension of work on April 1 
was not due to a labor dispute within the meaning of the term as 
used in the statute.1° ‘“They contend that during the negotiation 
between the representatives of the miners and the operators for 
a new contract the union offered to have their men continue work 
in the industry under the existing wages, conditions and contracts 


8 Ibid., p. 24. 

9 Ibid., p. 29. 

10 **West Virginia Miners are Fighting for Compensation,’’ United Mine Workers’ Journal, 
Vol. 11, no. 19, Oct. 1, 1939, Pp. 3. 
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pending continuance of negotiation and ultimate success or failure 
to agree on a new contract. 

“However, the operators turned this down. If this resolution 
had been adopted as proposed by the coal miners, no suspension 
of work would have occurred on April 1. The miners could have 
continued to operate during the period necessary to negotiate a 
new contract, according to their interpretation and according to 
the United Mine Workers’ Union. If the miners had continued 
to operate as proposed under the resolution suggested by the 
officials of the United Mine Workers of America and emphatically 
rejected by the coal operators, the labor dispute, if any, would 
have continued until a contract was finally signed, but the mines 
would have operated. Therefore, it cannot be said in reason that 
the stoppage of work on April 1, clearly was not due to a labor 
dispute." 

To date a Deputy Commissioner, the Appeal Tribunal and the 
Board of Review of the Unemployment Compensation Department 
have refused the miners compensation. They have held that ac- 
cording to their interpretation of the statute it is a labor dispute. 
The mine workers have declared their intentions of carrying it to 
the highest court in the state. 

The miners were out of work 6 weeks, the average benefit weekly 
rate for coal miners has been $11.00. If it is assumed that each 
miner has to serve a three weeks waiting period, that will leave 
three weeks during which he will be entitled to benefits. There 
are 100,000 coal miners involved in this dispute who would be 
eligible for benefits. This would entitle them to receive $3,300, 
000.00 in benefits which would have to be paid out if the case were 
won by the miners. 

The fact that coal towns are one-industry towns makes the 
suitable work provision difficult to administer to coal miners. 
The assumption that employment insurance funds can be conserved 
by placements of claimants during the waiting period or by re- 
turning recipients to jobs before the expiration of the benefit 
period does not hold true for coal mining. Most coal miners, 
realizing that no other suitable jobs are available, register with 
the employment office, only to satisfy the requirement for com- 


1 Ibid., p. 6. 
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pensation. The employment office does not attempt to distinguish 
claimants from non-claimants. Moreover, the average miners 
have no other skill which would enable them to qualify. 


IV 


A review of the data presented in this article discloses that 
West Virginia is a special problem state in so far as unemployment 
compensation is concerned. Coal, the major industry of the 
state, is affected by cyclical, seasonal and technological unem- 
ployment. Since the coal employers contributed around 35 per 
cent of the total contributions for 1936-37-38, and the coal miners 
received around 44 per cent of the benefits in 1938 and 51 per cent 
iN 1939, it is quite apparent that the condition of the coal industry 
will materially affect the compensation fund. However, accord- 
ing to the Director the fund is in excellent shape and in his opinion 
if the legislature so desires benefits can be liberalized or employer 
contributions reduced or both. This would materially benefit 
the coal miners and the operators. But extreme caution should 
be exercised and more actual experience and study given to em- 
ployment trends, particularly coal, before such proposals are put 
into effect. A major industry with an employment record as 
unstable as coal can quickly endanger the solvency of the trust 
fund. 

West Virginia is an excellent illustration of the contention made 
by Haber and Joseph “‘that state laws were not related to local 
conditions and needs.’’!2 Many of its important provisions, such 
as coverage, contributions, benefit payments, suitable work, and 
merit rating are not satisfactory when applied to the labor market 
of West Virginia and especially coal. 

Some specific examples of the limitation of the existing unem- 
ployment statute when applied to coal, are as follows: (1) The 
merit rating provision which assumes that an employer can 
stabilize his business is of little value to a coal operator because 
employment fluctuations in the coal industry are beyond his con- 
trol; (2) the wording of the law in regard to disqualification 
because of labor dispute, permits an interpretation which may 


12 William Haber and J. J. Joseph, ‘‘Unemployment Compensation,’’ The Annals, Mar., 
1939, P- 33-34- 
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cause discrimination against the worker; (3) coal communities 
are “‘one-industry towns’’—therefore, the suitable work provision 
cannot be applied to coal miners; (4) although the payment of 
partial benefits on a quarterly basis improves the administration 
of the law from the point of view of the workers who desire more 
benefits, it is unsatisfactory. 

From an administrative angle, the unemployment compensation 
department has worked out a fairly satisfactory solution to most 
of its problems. Progress has been made in the computation of 
benefits, simplification of reports and administrative procedure in 
general. All benefit payments have been made and the fund is 
still solvent. 

On the other hand, if West Virginia intends to have a liberal 
progressive unemployment law consistent with the purposes as 
stated in Section I of the act, the following things should be done: 
(1) Extend the coverage to include workers in firms of less than 8; 
(2) reduce the waiting period; (3) lengthen the benefit period; 
(4) increase the benefit rate; (5) develop a program of retraining 
and placement of stranded workers particularly the miners; (6) 
coordinate unemployment insurance with other forms of social 
insurance and public assistance. Finally, if changes of the sort 
recommended above cannot be done because of the solvency of 
the fund, then the West Virginia situation presents a strong argu- 
ment in favor of a national equalization fund which will enable 
all states to provide a liberal progressive program without fear of 
insolvency. 











THE ACCOUNTING PERIOD IN FEDERAL 
INCOME TAXATION 


FRANK C. TIBBETTS 
The Citadel 


Much of the current criticism of our present income tax laws is 
the result of our failure to determine what should be included in 
income subject to taxation, and the best means of measuring that 
income. The distinction between capital and income lies at the 
heart of many of our economic and accounting problems. The 
failure to make proper distinction in our income tax laws has led 
to much confusion and has made the formulation and administra- 
tion of income tax policies very difficult. High income tax. rates 
have recently focused our attention on the faults or defects that 
exist in accounting practice with respect to the existing criteria 
for the measurement of income for tax purposes. Our methods of 
measuring income on a yearly basis have in many instances been 
arbitrary and unfair. 

Recently much criticism has been directed at the effect of our 
income tax laws on business initiative and the methods used to 
compute taxable income derived from business operations. The 
provisions that have been most severely criticized are those dealing 
with the handling of operating losses, capital gains and losses, 
valuation of inventories, and allowances for depreciation and 
obsolescence. The Revenue Act of 1939 attempted to correct 
some of these defects particularly as they applied to corporations, 
in the hope that the changes would lead to an improvement in 
business conditions. The Revenue Act of 1940 has not made any 
essential changes in the methods of determining income for tax 
purposes. 

It is not the purpose of this paper to explain fully the alleged 
defects of our present income tax program. Rather, its purpose 
is to show that the majority of these defects are the result of the 
confusion in our conception of income and our arbitrary use and 
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interpretation of the yearly accounting period as a means of measur- 
ing that income. A study of the meaning and methods of measur- 
ing income seems to indicate that both are influenced by the type 
of economic institutions in existence at any time. A definition 
of income also depends on the purpose for which income is being 
measured. In the operation of a business, income might be con- 
sidered as what the prudent man can take out of that business in a 
given year without jeopardizing the future flow of income. The 
standards set up for its measurement will necessarily vary as 
economic institutions change. The application and interpreta- 
tion of these standards for the determination of income must be 
broad enough to meet the needs of the various lines of business. 
As a result income tax laws must be flexible in order to recognize 
changes in the criteria or standards of income measurement as 
they are developed by businessmen and by the accountants. A 
new society is constantly in the making. In addition to the self- 
generating forces that are innate in our society numerous external 
forces, both political and sociological, have in recent years dis- 
turbed the business world. Recent developments have revealed 
weaknesses in the body of accounting theory and practice. Ac- 
countants have been slow to recognize the need for revising meth- 
ods of accounting to meet changing conditions. 

Both economists and accountants have written a great deal on 
the income concept. The accountant’s approach to the problems 
of income measurement has to some extent been similar to that of 
the economist although it does not appear that accounting pro- 
cedure has been influenced to any considerable extent by economic 
thought. Since accounting is a tool of business, the technique 
of accountants is influenced by practical considerations and their 
theories of value accretion are often tinctured with business ex- 
pediency. The accountant is concerned with the income of par- 
ticular business enterprises while the economist has been more 
concerned with the production and distribution of the net produce 
of society among the different factors of production. The result 
is that accounting and economic thought have run parallel in 
some cases while there has been wide divergence in other cases. 
There appears to be less divergence of ideas among accountants 
than among economists. This probably is explained by the fact 








364 FRANK C. TIBBETTS 


that the accountants are in direct contact with business and that 
under the present operation of our income tax laws they cannot 
disregard the decisions of the courts with respect to the meaning 
of capital and income. In England the courts have repeatedly 
taken the view that income is determined by the practices of bus- 
inessmen and by the rules developed by the accountants or both. 
Much the same attitude has been assumed by the courts in this 
country. 

Many of our economists would have a better perspective if they 
had a clearer understanding of the principles by which business 
records have been developed by the accountants but at the same 
time it must not be forgotten that in the long run the everyday use 
of the term income, if it is to be properly applied for income tax 
purposes, must be based on sound economic principles. Certainly 
as one reads and analyzes our present income tax regulations he 
realizes the need for a clearer understanding of the meaning of the 
concepts of capital and income. 

Professor Irving Fisher in an article writes: ‘‘I believe that the 
concept of income is, without exception, the most vital central 
concept in economic science and that on fully grasping its nature 
and interrelations with other concepts largely depends the full 
fruition both of economic theory and of its application to taxation 
and statistics."’! 

Most of the attempts to define income rest on such concepts as 
periodicity or recurrence, preservation of the source of income, net 
accretion, separation, realization, and income as consumption. 
The concept or concepts which are stressed determine the limits 
to the different definitions. Dr. E. R. A. Seligman believes that 
four criteria are essential to the concept of income, namely : money- 
value, periodicity or recurrence, realization and separation. In- 
come, according to his belief, includes that amount of wealth, 
flowing in during a definite period of time, which is at the disposal 
of the owner for purposes of consumption and at the same time 
leaves his capital unimpaired.2 Mr. W. W. Hewett defines net 
individual income as ‘‘the flow of commodities and services ac- 

1 ‘‘Comment on President Plehn’s Address,’’ American Economic Review, March, 1924, p. 64. 


? Paul H. Wueller, ‘‘Concepts of Taxable Income, the American Contribution,”’ Political 
Science Quarterly, December, 1938, p. 558. 
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cruing to an individual through a period of time and available for 
disposition after deducting the necessary cost of acquisition.’’* 
Mr. Hewitt’s concept of income differs from Seligman’s in that 
Hewett believes that separation is not a necessary or inevitable 
income criterion. Mr. R. M. Haig places the emphasis on the net 
accretion criterion and would include as income ‘‘the money value 
of the net accretion to one’s economic power between two points 
of time.’’* Income in this sense includes not only money income 
but anything susceptible of valuation in terms of money. Income 
for tax purposes is measured according to the individual's capacity 
to command goods and services on the market. Although this 
power to command goods and services may be postponed, Haig 
believes that no great harm is done even if the accretion is taxed 
during the period of receipt rather than when it is spent. 

The idea of durability of the source plays a considerable role 
in the analyses of income by the German economists Herman, 
Schmoller, Roscher, Sax, and Newmann. Herman and Newmann 
also stress the recurrence or periodicity feature of income while 
Biersuck, Roscher and Weiss put great importance on the prod- 
uctivity criterion.’ The German conception of income is based 
chiefly on the accrual basis of accounting for income and in the 
application of the income concept for tax purposes. Both the 
British and German laws have, in the past, defined income as a 
much narrower concept than ours do in this country. 

Professor Irving Fisher has attacked the problem of the de- 
termination of income for income tax purposes from a different 
angle than that taken by most of the other writers. He believes 
that income is a flow of services through a period of time. This 
is a service concept of income. It is income after savings are 
taken out. His distinction between capital and income is the dis- 
tinction between services and their capitalization. According 
to this theory savings under our present income tax laws are taxed 
as income and later the income from these savings is also taxed. 


3 Ibid., p. 569. Also see W. W. Hewett, The Definition of Income and its Application in 
Federal Taxation, pp. 22-23. 

* The Federal Income Tax, p. 8. 

5 Paul H. Wueller, ‘‘Concepts of Taxable Income; the German Contribution,’’ Political 
Science Quarterly, March, 1938, pp. 83-110. 
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This in Professor Fisher’s opinion is double taxation, for according 
to his belief real income contains no savings, investments or capital 
increases of any kind.*® 

Whether or not the savings part of the income should be exempt 
depends partly on one’s conception of the role of savings as a de- 
terminant of economic progress. There is not space in this paper 
to debate this question but the answer would depend to some 
extent on the economic, social and cultural setting of the country 
and it seems that Professor Fisher’s insistence that savings be 
exempt from contemporary income taxation is not well founded. 
There is some justification for the belief that the volume of savings 
should be decreased instead of increased. Just because a business 
does not pay out to its owners a part of its income in any particular 
year does not necessarily mean that to do so would endanger the 
future flow of income or that its ability to pay taxes is decreased. 
The avowed objective of income taxation in the United States has 
been the raising of revenue in accordance with the respective abili- 
ties of the taxpayers, although recently the idea of a better dis- 
tribution of income has been gaining ground. At the present time 
it appears that the real problem is to find norms which will help 
to measure the respective abilities of the taxpayers who constitute 
contemporary economic society. 

The actual income of a business over its entire life is absolute 
but the allocation of a portion of the total income for a period such 
as a year is not absolute and involves questions of judgment. 
The accrual method of accounting has been developed to associate 


¢ related costs and revenues to equal fiscal periods, usually a year. 


Income determined in this way is supposedly harmonious with 
the income responsibility of the firm or individual for which the 
records were made. Under any sound accounting system net 
income should be determined by recognizing revenues as soon as 
they are measurable and subtracting costs and deductions as soon 
as a reasonable clue exists that they have been incurred and that the 
particular period for which income is being measured should make 
some contribution toward defraying them. 

In this country we have probably laid too great an emphasis 
upon the periodic record-keeping ritual with the result that we 
decline to regard business as a continuing operation and instead 


6 *‘The Double Taxation of Savings,’’ American Economic Review, March, 1939, pp. 16-33. 





—~ + eee Sr ene ee 





RL SS 








ee 





-~ 





ACCOUNTING PERIOD IN FEDERAL TAXATION 367 


apply a comparatively narrow conception of the accounting period 
under our present income tax laws. This procedure is not in 
accordance with an income tax based on ability to pay. Ac- 
countants, economists and businessmen all realize that no year is 
sufficient unto itself and that in any extensive and complex business 
income cannot with accuracy be allocated to a particular year. 
Each year’s operations are bound up with and are dependent on 
the operations of earlier and later years. Income of a single year 
is at best an approximation based on accepted conventions and 


‘other criteria set up by practical businessmen and accountants 


to meet existing conditions. In this sense income for any par- 
ticular year or period is not as definite and precise a thing as many 
individuals have been led to believe. As time goes on and our 
income tax rates become higher it will probably be necessary to 
modify our income tax system in such a way as to recognize the 
impossibility of taxing each year separately as though it stood by 
itself and had no relation to other years. Accountants must also 
modify accounting practice and procedure so as more accurately 
tO measure income in accordance with the idea that income is 
what the prudent man can take out of his business without en- 
dangering the flow of income. 

The extent to which business income fluctuates from year to 
year varies among different lines of business. These yearly fluctua- 
tions are usually caused by alternate periods of experimentation 
and realization in business based on invention or exploitation of 
natural resources and by general fluctuations in business. Ac- 
countants and businessmen have long recognized the danger of 
taking out of a business every year all of the income as shown by 
its income statement; but accountants probably will not admit 
that one of the reasons for leaving part of the income (as shown by 
the income statement) in the business each year is their inability, 
in many cases, to state correctly the true income for any particular 
year or period. 

That our present income tax laws discriminate against those 
enterprises with sharply fluctuating income is largely due to the 


‘ inability of the accountants and the government to develop a 





workable scheme for a fairer method of taxation. Income is a 
long-term concept and to deal with it on a yearly basis is inade- 
quate and likely to cause gross inequalities both to taxpayers and 
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to the government. These inequalities become greater when tax 
rates fluctuate from year to year and when graduated surtaxes 
are used. For example, a corporation may in one year have a loss 
of $200,00c and for the next two years break even, while the fourth 
year it operates at a profit of $100,000 on which it pays a normal 
tax of $19,000 (exclusive of the defense tax). The net loss of the 
corporation for the four-year period is $100,000 yet the corporation 
has to pay a tax of $19,000 since its operating loss can be carried 
forward only two years. Again, the owner of a single proprietor- 
ship may receive an income of $20,000 in one year and break even 
| for the next three years. If such a business were the chief source 
of income the owner receiving the $20,000 in one year would 
probably pay an income tax two or three times as much as another 
individual who received $5,000 each year during the four-year 
period. This is due to the progressive surtaxes levied under our 
income tax laws. The same situation has existed when an in- 
, dividual received compensation in one year for services rendered 
over a period of years. 

The devices that have been suggested for remedying the situa- 
tion are: (1) to allow losses to be carried forward for a number of 
years and offset them against future profits, or (2) to base each 
year’s tax on the average yearly profits for the past few years, 
usually two or three. 

Congress, under the Revenue Act of 1939, greatly improved exist- 
ing conditions by allowing net operating losses of corporations, 
with certain restrictions, to be carried forward for two years. 
This applies to all fiscal periods beginning after December 31, 1939. 
Subject to certain limitations individuals are given the same 
privilege as corporations to carry foward net losses sustained in 
the operation of a business. In addition, if an individual receives 
compensation in one year for services rendered either directly or 
through a partnership for a period of five or more years, the tax 
to be collected is not to be greater than the aggregate of the taxes 
attributable to such compensation had it been received in equal 
portions in each of the years included in the period.’ 

It is doubtful if these provisions are adequate to remedy the 


7 Internal Revenue Code as amended by the Revenue Act of 1939, sections 107 and 122. Also see 
Income Tax Regulations 103, sections 19.107-1 and 19.122-1 to 19.122-5. 
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situation, but they are a step in the right direction and a recogni- 
tion of the fact that income received in any one year is not a fair 
measure of taxpaying ability. The law should allow operating 
losses to be carried forward for a period longer than two years. 
Great Britain allows such a carry-over of losses for a period of six 
years. 

There has already been a good deal of experimentation with the 
averaging of income for tax purposes. Australia in 1921 intro- 
duced a plan for averaging income over a period of five years. New 
South Wales has had a provision since 1912 applying to primary 
production under which income is averaged on a five-year basis. 
Wisconsin introduced the averaging process in 1928 and adopted 
the three-year method of tax assessment. In 1931 this law was 
repealed because of administrative and legal difficulties of cases 
such as those of an individual leaving the jurisdiction of the state, 
of the dissolution of a corporation and the difficulty of collecting 
delinquent taxes after the widening of the gap between the time 
when income was received and the tax was collected. *® 

Both the averaging of income over a period of years and the 
carry-over of losses present grave administrative difficulties that 
may prohibit any radical change from our present methods of 
income taxation. The carry-over of losses appears to be more 
practical at the present time than the averaging of income, unless, 
some device can be developed allowing payment of the tax when! 
the taxpayer is able to pay and at the same time giving proper 
weight to the long-term aspect of income. Nevertheless, the 
possibility of adopting the principle of average income as a base 
for income taxes rather than annual income should be carefully 
studied at least for those capital goods industries whose profits 
depend upon a five- or ten-year cycle. It is impossible to forecast 
the economic benefits, if any, that would accrue through use of the 
averaging process. The revenue to the government would prob- 
ably be more stable but the effect on business initiative is 
problematical. 

Under existing conditions it seems reasonable to assume that 
the present federal income tax is exerting a good deal of pressure 


8 Martin Atlas, ‘‘Average Income and Its Use in Taxation,"’ Accounting Review, June, 1938, 
Pp. 127-130. 
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on investors to turn away from high-risk ventures to safer fields 
of business where the prospect of a stable income is greater. In 
high-risk ventures much of the income shown by the annual in- 
come statement for any particular year has been to some extent 
fictitious. High-risk ventures are usually subject to rapid change 
—a fact which makes it impossible for the businessman to set up 
criteria that will allow him to determine with any high degree of 
accuracy what should be included in income for a period as short 
asayear. Under these circumstances it would be better from both 
the management’s and the investor's point of view to base the 
income tax on the average yearly profits as shown by the annual 
statements for the past two or three years, rather than to pay an 
enormous tax in any one year and none or a very small tax the 
next. Mistakes made in measuring income in the yearly state- 

‘ments would be partly cancelled under the averaging process. 
Certainly both the economists and the accountants will agree 
that according to the ability-to-pay criteria no taxpayer should 
bear a heavier or lighter burden merely because much of his income 
is earned in one year or another. 

Probably our income tax administrators have had more trouble 
with the capital gain and loss features of our income tax laws than 
with any other section. Our attempts to tax capital gains are 
responsible to some extent for their complexity. Before the 
Revenue Act of 1939 corporations were required to include realized 
capital gains as a part of their ordinary income and the deduction 
for capital losses was limited to the amount of capital gains plus 
$2,000. The law has now been changed to allow losses on the 
sale of capital assets held over 18 months to be deducted from 
ordinary income without limit in the year in which the loss is 
realized. This section does not apply to personal holding com- 
panies. In the case of capital losses on assets held for less than 
18 months, the law provides that they may be applied only against 
capital gains on assets held for less than that period. If these 
losses exceed the capital gains for the period the excess, if not 
greater than the net income, may be carried over into the following 
year and applied against short-term capital gains of that year. 
The provision that assets subject to an allowance for depreciation 

are not to be considered as capital assets is continued under the 
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present law. In the case of individuals, the amount of capital 
gain taxed depends on how long the property has been held. 
Short-term capital gains and losses are treated in much the same 
manner as in the case of corporations.° 

Capital gains may arise from certain conditions or causes which 
are not subject to the control of business management. They 
are the result of: (1) the natural growth of certain kinds of assets; 
(2) changes in the relative value of certain property as compared 
with other property; and (3) changes in the value of property due 
to fluctuations in the value of the medium of exchange. 

Capital gains are usually defined as profit from the realization 
of assets otherwise than in the ordinary course of business. This 
definition makes a distinction between realized and unrealized 
capital increments, and in addition makes it clear that the gain 
does not occur in the ordinary course of business. Neither is it 
earned in the sense of being compensation for services rendered. 
This definition is accepted by most accountants and is in accordance 
with our present income tax laws. 

One of the chief differences between the British income tax laws, 
before the present war, and those in this country is that as a general 
rule Great Britain does not tax capital gains and allows no credit 
for capital losses. She does tax gains and allows a deduction for 
losses when such gains or losses result from operations of a firm 
whose chief business is the purchase and sale of capital assets. 
The Canadian law is similar to the British. The difference be- 
tween taxation of capital gains and losses in this country and in 
Great Britain discloses a fundamental difference in the business- 
man’s concept of profits. The British contend that the profit 
and loss account should show only the results from ordinary 
operations and that capital gains are not a part of net income 
and conversely capital losses, with the exception of the provision 
for ordinary depreciation, should be regarded as entirely disas- 
sociated with the operation of the business enterprise. Whether 
or not capital gains are included in the income concept depends 
on the definition of income. Irving Fisher who believes that 
‘income consists of services rendered by some kind of capital 


9 Internal Revenue Code, section 117. Also see Income Tax Regulations 103, sections 
19.117-I tO 19.117-5. 
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(including human beings)’’ would only consider capital gains as 
income if the gain were used by the recipient to buy services. 
If reinvested, then it is still capital and should not be taxed as 
income. Capital gain according to this theory merely symbolizes 
future income which will be taxed when it is received. Neither 
should any allowance be made for capital losses as such loss merely 
symbolizes lack of future income. Fisher believes that the very 
fact that we have for so many years permitted capital levies (such 
as the tax on capital gain) to masquerade as income taxes is elo- 
quent testimony to the need for better understanding of this 
troubled subject. The fact that capital gain is taxed only when 
it is realized has led to manipulation by clever evaders and makes 
the tax more unjust.'° 

Those who believe that income must possess the characteristic 
of recurrence probably would not consider capital gains as income 
although there is not entire agreement among economists on this 
point. Even when it is admitted that capital gains are income our 
present system of taxing only realized gains and limiting the 
carrying forward of losses to succeeding years cannot be justified. 
Our methods of treating gains and losses have resulted in in- 
stability of revenue, increasing revenue during boom times and 
decreasing it during the depression. Taxpayers liable to heavy 
surtax rates are likely to refrain from realizing on assets where 
large capital gains have accrued, but they will not refrain from 
taking capital losses. Dr. Carl Synder believes that capital gains 
taxes deter the flow of capital.1! This belief has not been satis- 
factorily proved and it is doubtful if the flow of capital has been 
much affected by capital gains taxes or that they have affected 
speculative activity to any extent. Realized capital gains may 
under certain conditions represent real increases in taxpaying 
ability and capital losses real decreases. The chief injustice in 
the past has been the concentration of many years’ gain in the 
taxable income of a single year. Not only have the cumulative 
capital gains been subject to high surtaxes in the case of single 
proprietorships and partnerships but the burden of the tax has 

10 Op. cit. pp. 16-33. Also see Econometrica, V, pp. 3, 47-48. 


11 Victor H. Stempf, “‘Recommendations for Amendment of Federal Revenue Act,"’ Journal 
of Accountancy, May, 1938, p. 384. 
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been influenced by the use to which the capital gain is to be put. 
If the gain is not to be distributed to the owners but reinvested 
in the business, it takes on some of the characteristics of capital 
instead of income. In other cases the gain or loss has been more 
apparent than real and has merely represented a rise or fall in the 
price level. 

A number of changes in our tax laws have been suggested to 
remedy the situation: (1) that the present provision which in- 
cludes only capital gains or losses that are actually realized be 
repealed and that they be computed annually on an accrual basis 
even if not realized; (2) that more liberal provisions be made for 
the carry-over of capital losses to succeeding years; (2) that the 
laws be amended so as to eliminate the possibility of avoiding the 
tax by holding the capital assets until death; (4) that a plan be 
devised to avoid the taxation of capital gains or allowances for 
capital losses that are due to a general rise or fall in the price 
level.'? 

Three of the above recommendations are directly connected 
with the accounting period as a means of determining taxable 
income. It is doubtful if all of these recommendations should be 
incorporated in our income tax laws at the present time. There 
is no generally acceptable accounting device for accruing un- 
realized capital gains from year to year and the administrative 
difficulties of collecting such a tax would be great. Strictly 
speaking, the calculation of income demands complete revaluation 
of all assets and obligations at the end of every accounting period, 
but it is doubtful that this would be practical. Some accountants 
do not believe it is a proper function of accounting to measure 
and record yearly fluctuations in the value of capital assets. 

Even if sound accounting devices could be developed for the 
accrual of capital gains or losses on an annual basis, the fact that 
the gain or loss is unrealized should exclude it from the category 
of income if income for any given year is to be considered as what 
the conservative businessman can take out of his business without 
jeopardizing its future flow. Accrued capital gains do not enable 
the management of a business to pay higher income taxes. It is 
only when gains or losses are realized that the tax-paying ability 


12 The Twentieth Century Fund, Facing the Tax Problem, pp. 490-491. 
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of a business is materially affected and even then its ability to pay 
taxes may not be affected to any extent if the gain or loss is the 
result of changes in the price level. Realized capital gains that 
are not the result of price changes should be subject to an income 
tax, since from the businessman’s point of view they can be treated 
as ordinary operating income and taken out of the business with- 
out impairing its capital. The capital gains should not be subject 
to graduated rates since the gains are usually an accumulation of 
capital increments over a period of years. The provisions for the 
carry-over of capital losses, unless they are the result of changes 
in the price level, need to be liberal since these losses, if the original 
capital investment is not to be impaired, must be made up from 
Operating income or from future realized capital gains. The 
subject of capital gains and losses deserves more careful study by 
both economists and accountants as many of our income tax 
difficulties have been the result of our methods of taxing them. 

The chief criticism of our present methods of handling inven- 
tories is the inclusion in current income for income tax purposes of 
what may be called unrealized inventory profits which result from 
our present methods of inventory valuation. The present federal 
Income Tax Regulations provide that inventory valuation must 
clearly reflect income and conform to the best accounting practice 
in each trade or industry. They also recognize that inventory 
rules cannot be uniform but must give effect to trade customs." 
The interpretations of our federal income tax laws have not been as 
broad as would seem to be indicated by the tax regulations. 
Neither have accountants developed and applied accounting 
principles for the handling of inventories that clearly reflect 
periodic income. 

The most widely used method of inventory valuation at the 
present time is “‘cost or market, whichever is lower’’. In practice 
this method results in an overstatement of income during a period 
of rapidly rising prices and an understatement of income during 
a period of falling prices. The degree of understatement or over- 
statement depends on the rapidity of inventory turnover and the 
degree to which sales prices for any concern are influenced by the 


13 Internal Revenue Code, section 22 (c). Also see Income Tax Regulations 103, section 
19.22(c)-2. 
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replacement rather than the historical cost of the goods being 
sold. Assume, for example, that a business firm had 1,000 units 
of merchandise on hand at the beginning of the accounting period 
whose value based on “‘cost or market, whichever is lower’’ 
amounts to $100,000. Assume further that during the period 
prices rise rapidly and much of the inventory has to be replaced 
during the period at a high cost and as a result the closing in- 
ventory value is $110,000. The result is an overstatement of 
income of $10,000 for the period, with the physical volume of 
merchandise on hand at the end of the accounting ‘period the 
same as at the beginning. Conversely, a period of rapidly falling 
prices will result in an understatement of income for the accounting 
period under this method of inventory valuation. Even though 
income for a concern over a period of years will be the same, income 
may fluctuate greatly from year to year depending on the method of 
inventory valuation. Any overvaluation of the inventory results 
in an overstatement of income and in the overpayment of income 
taxes for the period and, conversely, undervaluation will result 
in an understatement of income. The effect of undervaluation or 
overvaluation diminishes with the size of the inventory. In 
many industries inventories are of so much importance that varia- 
tion of a small per cent in their valuation may make the difference 
between a profit and a loss for the year as shown by their income 
statements. 

Unrealized inventory profits do not necessarily indicate either 
current dividend or taxpaying ability. They cannot be converted 
into cash without liquidating the inventories. The profits are 
in effect capital gains which are in practice largely unrealizable; 
yet they are treated by most accountants, economists and statis- 
ticiams as current income. Income as shown by the income state- 
ments will be increased during the year or years when the general 
price level is rising but with a downturn in the business cycle much 
of this temporary gain will be wiped out. 

Accountants have worked out three devices to withhold or 
segregate inventory gains: (1) the base-stock method; (2) the 
last-in, first-out method; and (3) the inventory-reserve method. 
The Treasury ruling of 1919 prohibited the base-stock method as 
a basis of inventory valuation and by implication all techniques 
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tending to minimize the effect of changes in inventory prices on 
reported income. Recently pleas were made to allow the use of 
the last-in, first-out method and the Revenue Act of 1938 allowed 
this basis for certain industries engaged in processing non-ferrous 
metals and for tanners of hides and skins. The Revenue Act of 
1939 has liberalized the use of the last-in, first-out inventory 
method and now makes it available to all taxpayers, regardless 
of the nature of their business." 

Advocates of the base-stock principle contend that profits or 
losses actually realized through liquidation of a part of the basic 
inventories should be treated as a realized capital gain or loss. 
They contend that inventory profits are a result of increased cost, 
not of decreased cost and that they lead to a false sense of optimism 
during a period of rising prices and the depths of despair when 
prices fall. Both the base-stock principle and the last-in, first- 
out method eliminate to a great extent the inclusion of unrealized 
inventory profits in the annual income statement of a business. 
They are particularly suitable for those enterprises that have large 
inventories of raw materials which are subject to wide changes 
in price. For the majority of firms whose inventory turnover is 
relatively rapid and whose prices are not subject to rapid change 
the likelihood of the ‘‘cost or market, whichever is lower”’ 
method of inventory valuation causing a serious over or under- 
statement of income is not very great. Even for these firms the 
adoption of the natural business year for the measurement of in- 
come for income tax purposes instead of the calendar year would 
often be advisable since inventories at the end of a natural business 
year are likely to be small. 

Neither accountants nor businessmen have paid enough atten- 
tion to the subject of inventory valuation. Many conservative 
businessmen have failed to recognize that overstatement of income 
resulting from the recognition of unrealized inventory profits 
has often resulted in extravagance, overpayment of dividends 
and overexpansion which has jeopardized future flow of income 
and has been one of the contributing causes of depressions. That 
business managers and accountants are becoming aware of the 


14 Internal Revenue Code, section 22(d). Also see Income Tax Regulations 103, 19.12(d)-1 
to 19.22(d)}-6. 
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problem is indicated by the numerous articles that are being 
written on the subject and by the adoption of methods of inventory 
valuation that lessen or eliminate the inclusion of unrealized 
inventory profits in yearly income. 

Depreciation and obsolescence allowances represent another 
difficult problem in the determination of yearly income for tax 
purposes. The usual method of figuring depreciation allowances 
is the straight-line method, although other methods are allowed 
under our income tax laws if they are in accordance with recog- 
nized trade practice. Some believe that the use of the straight- 
line method results in an overstatement of profits during periods 
of prosperity and exaggerates losses during depression. Since 
capital assets of a business are primarily services to be received 
in the future, then depreciation due to wear and tear may be 
considered as the conversion of these services into product value. 
From this viewpoint the volume of production might be a better 
base for determining the amount of depreciation to be charged 
against any one period. On the other hand it may be argued that 
the aging and wasting of a large proportion of the equipment of 
a business bears little relation to the amount of business done. 
That inventions and the introduction of new machines may cause 
much of the existing equipment to become obsolete and worthless 
even though it is not worn out must always be kept in mind in 
computing depreciation charges for an accounting period. 

Mr. Keynes has divided depreciation into ‘‘user cost’’ and ‘‘sup- 
plementary cost.’’ He defines user cost as: “the reduction in the 
value of the equipment due to using it as compared with not 
using it.""5 The supplementary cost includes that part of depre- 
ciation due to obsolescence and such deterioration as would occur 
whether the equipment is used or not, but excludes such elements 
as war, earthquake etc. which cannot be measured on a periodic 
basis. User cost is dependent on the voluntary decisions of the 
entrepreneur and is a part of prime cost while supplementary cost 
is involuntary. 

No one method of calculating depreciation, obsolescence, and 
depletion allowances will serve in all cases. They involve factors 
that are to a great extent unpredictable and neither the accountants 


18 General Theory of Employment Interest and Money, p. 56. 
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nor businessmen have been able to set up satisfactory charges for 
periods as short as one year. The conventions to be observed 
must, to possess value, be based on a combination of theoretical 
and practical considerations. They must be based on past ex- 
periences and on the outlook for the future in the various lines of 
business in which the property is used. The practical business- 
man is in the best position to set up these conventions. The 
accountant is in the best position to set up rules for measuring them 
although it must be admitted that rules used in the past have not 
always been adequate. The rates used to compute the amounts 
allowed each year for obsolescence must be modified from time to 
time depending on the rate of new invention and the rate of change 
in our economic institutions; otherwise these allowances will be 
at times greatly understated and at other times overstated. The 
way in which obsolescence and depreciation charges are distrib- 
uted over the life of the property will greatly affect the amount of 
income reported each year for income tax purposes. 

The income concept as used for tax purposes must be practical 
in order to avoid as many administrative difficulties as possible 
and at the same time yield sufficient revenue to the government. 
In its application concessions may have to be made in given situa- 
tions, due to special circumstances surrounding the receipt of the 
income. The tax must conform to the basic notions of equity 
which prevail in the community with respect to the taxpaying 
ability of the recipient. Taxable income should as nearly as 
practicable approximate the true net income as defined by econ- 
omists and accountants. In the past the inconsistencies between 
these two groups in the determination of net income have largely 
revolved around the necessity of breaking down the income of 
individuals or business enterprises into arbitrary time periods. 

As stated earlier in this paper, income might be considered as 
what the prudent man can take out of his business in a given year 
without jeopardizing the future flow of income. This amount 
depends on the particular criteria of prudence or good manage- 
ment that are set up. The criteria will vary between different 
periods of time and between different lines of business. 

If it be true that the current experiences of the wise businessman 
constitute the final or ultimate test of what should be included in 
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yearly income, then it is obvious that there is no absolute defini- 
tion of income that will fit all situations. These current experi- 
ences will naturally vary as our economic society changes from 
year to year. The more rapid the changes the harder it will be to 
determine what should be included in current income. At best, 
income can only be an estimate based on the experiences of the 
past together with the prospects for the future. In conclusion it 
might be said that our concept of income depends on the purpose 
for which that concept is to be used and on the type of economic 
institutions existing at that time. 

The rules for the measurement of income must be developed by 
accountants and should be the result of the standardized judgment 
of the best accounting practice that has been developed. Both 
economists and accountants in this country have been too much 
inclined to think in terms of capital value instead of in terms of 
annual income. Our recent income tax laws have helped to focus 
our attention on the need for modification of certain existing rules 
of income measurement. Income being an evolutionary concept, 
whatever procedures are developed by the accountants for its 
measurement must be changed from time to time in order to mect 
the requirements of the dynamic society in which we live. Econ- 
omists must admit that the rules to be used for the measurement 
of yearly income for an individual or a business enterprise must be 
developed by the accountants, while their own contribution may 
best be made through the study of social income and its distri- 
bution. 














A THEORY OF RETAIL PRICE DETERMINATION 


JOHN F. DUE 
University of Utah 


One of the neglected aspects of the theory of value has been that 
of the explanation of the determination of the price of retail 
service—of the retail margin. Not only is the analysis of impor- 
tance in itself, but it is essential as a basis for the explanation of the 
incidence of the retail sales tax. The traditional value analysis, 
even as modified by the writers in the field of monopolistic com- 
petition, oversimplifies the problem, assuming implicitly that 
goods are sold directly from physical producer to consumer, or that 
the retailer serves merely as a conduit through which demands of 
consumers are transmitted to the manufacturer, the price of retail 
service being determined in the same manner as that of any facil- 
itating agency in production. Far removed from this type of 
analysis are the sections in texts on retailing and retail store 
management or in government investigations of retail practices 
describing the manner in which retailers actually set margins.' 
The latter concern short-run phenomena entirely, and fail to take 
sufficient account of the economic forces operating over longer 
periods that influence the levels at which prices are set. There 
has been no reconciliation whatsoever between the two explana- 
tions. 

The most complete analysis at the present time is to be found in 
the recent book by Henry Smith, entitled Retail Distribution; this 
book represents a definite contribution to the problem but fails 
to give as clear a picture of retail pricing as is desirable. In 
Professor Grether’s new book, Price Control Under Fair Trade Legisla- 
tion, some attention is given to the problem.? The book, of course, 


1 Note H. A. Baker, Principles of Retail Merchandising, pp. 162-184; C. W. Barker, and E. D. 
Anderson, Principles of Retailing, pp. 163-177; N. A. Brisco, Retailing, pp. 225-230; J. R. 
Doubman, Principles of Retail Merchandising, pp. 147-151; L. E. Neal, Retailing and the Public, 
pp. 89-101; Paul Nystrom, Economics of Retailing, 3rd ed., I1, 461-483; and U. S. Federal Trade 
Commission, Chain Stores—Chain Store Price Policies, pp. 2-119. 

2 See especially pp. 225-235. 
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deals primarily with price control legislation rather than with 
retail price determination itself.* In the following study an 
attempt will be made to develop a framework of the explanation 
of the determination of retail margins. 


I 


Two possible situations will be considered, one in which each 
retail unit confines itself to the sale of a single article, the other 
in which a wide line of goods is carried. In regard first to the 
former case, for each firm producing retail service—each retailer— 
at each margin‘ there is a certain number of units of the commodity 
which the retailer can sell—or in other words, a certain number 
of units of retail service.’ The series of these amounts is the de- 
mand schedule for the service of the retailer, and likewise shows 
the average revenue receivable for sales of the various possible 
amounts. This series can be represented by a demand or average 
revenue curve. There is likewise of course a marginal revenue 
schedule and curve based upon the average revenue schedule. 

The elasticity of the average (and thus of the marginal) curve 
depends upon the nature of the product, the relative importance 
of the various factors (price, quality, etc.) influencing the buyers, 
and the nature of competition in the field. For some types of 
products the demand curve would be almost perfectly elastic, since 
price is the primary factor controlling choice of stores; any price 
increase would cause almost complete loss of business, and any 
price reduction would cause a very substantial increase in ‘sales. 
At the other extreme there are two cases in which the demand 


3 Since this paper was accepted for publication, there has come to my attention an article 
by Professor E. R. Hawkins of the University of Pennsylvania, entitled ‘‘Marketing and the 
Theory of Monopolistic Competition,” in the Journal of Marketing April 1940, pp. 382-389, 
and the unpublished thesis of the same author, entitled Vertical Price Relations under Conditions 
of Monopolistic Competition, in the University of California Library. Professor Hawkins shows 
the relevance, yet inadequacy, of the theory of monopolistic competition for the explanation 
of retail price, and, as in this paper, consideration is given to the latter problem in theoretical 
terms. 

4 The price under consideration is the retailer's margin—the payment to the retailer for 
his service—rather than the retail sale price. The latter is simply the purchase price of the 
good plus the margin. 

5 A unit of retail service consists of all the service performed in the transference of one 
physical article from the person from whom the retailer buys to the one purchasing from the 
latter. 
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curve would be extremely inelastic. One is that of high quality 
luxury shops. Customers of these stores are influenced as to 
choice of firms primarily by factors other than price. The other 
case is that in which oligopoly prevails—when the number of 
retailers in the field is so small that each takes into consideration 
the effect of its own policies on those of its competitors. Under 
these circumstances a price change in either direction would cause 
much less change in sales than in the absence of oligopoly, since 
the other firms in the field would follow the price change of any 
one firm.* Oligopoly in retailing is likely to be more common 
than would first appear, because of the ‘‘chain’’ relationships 
(in the sense the term is used by Chamberlin)’ in this field.* 


6 In this case, the demand curve confronting the individual firm approaches that for the 
entire group of firms selling the product. (See E. H. Chamberlin, Theory of Monopolistic 
Competition, pp. 100-103). The demand curve for the service of the entire group is almost 
certain to be quite inelastic. A lower retail margin would lessen direct consumer purchasing 
from producer or wholesaler in some cases, but for the most part it would increase sales only 
to the extent that the lower total retail price allowed the sale of a greater volume of goods 
upon which the retail service was performed. The retail margin represents in most lines 
from 20 to 35 per cent of the sale price (see T. N. Beckman and H. C. Nolen, The Chain Store 
Problem, p. 145); a change in this margin could not, except under unusual circumstances, 
cause a proportionate or greater change in demand. Retail service is in general not con- 
sidered by the consumer as a source of utility in itself; the utility gained therefrom is not 
balanced against that gained from other goods, but rather is considered as an integral part 
of the satisfaction from the product as a whole. Thus, a reduction in margin would cause 
relatively little re-allocation of demand in favor of retail service, but, by lowering the sale 
price of physical product plus retail service, would aid the sale of the total product. 

7 Op. cit., p. 103. See also Grether, op. cét., pp. 232-233, for further development of this 
concept. 

8 It would seem that the special case developed by Professor Sweezy of Harvard, (‘‘De- 
mand Under Conditions of Oligopoly,’’ Journal of Political Economy, Aug., 1939, pp. 568-570) 
might be found in some lines of retailing. Sweezy points out that one of the most probable 
situations in conditions of oligopoly is that in which each firm realizes that any price cut will 
be followed by the competitors, while any price increase would not be. In this case the 
demand curve is of somewhat peculiar nature. It is called by Sweezy (following Kaldor’s 
terminology) the imagined demand curve to distinguish it from the usual concept of the 
demand curve. For any price increase above the existing price level, the imagined demand 
curve would be elastic, as a price increase would cause serious loss of business to competitors; 
for lower prices the curve would be inelastic, since the subsequent reductions by the compet- 
ing firms would prevent any substantial increase in sales by the first firm. Accordingly there 
would be a sharp break in the imagined demand curve in the region of the prevailing price 
level, and a vertical section in the marginal revenue curve. (See Joan Robinson, Economics of 
Imperfect Competition, p. 38.) That this situation is to be found in retailing in many instances 
is pointed out by Grether, op. cét., p. 2310. 
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Typically, however, it would seem that the elasticity would 
approach neither extreme. Great elasticity is prevented because 
many factors other than price influence purchases. The most 
important of these are convenience of location, personalities of 
employees and managers, quality reputation, and differences in 
service rendered. Yet, on the other hand, price of course is 
normally also an important factor in choice, and seldom is the 
feeling of mutuality sufficiently strong to insure complete una- 
nimity in price policy; thus the demand is not likely ordinarily 
to be extremely inelastic. 

Likewise, there is a cost curve for each retailer. The nature of 
the curve is in general the same as that of firms in all lines of 
industry. For certain increases in output, cost per unit declines 
as indivisible factors are more adequately utilized; beyond this 
point cost per unit of retail service increases as a result of the 
greater difficulty of coordination. Because economies from the 
use of capital equipment in retailing are less important than in 
most lines of physical production, the decreasing cost portion of 
the curve is likely to be less steep than would typically be the case 
in other lines of industry. 

Each retailer will seek to adjust his margin to the level at which 
he can sell such an amount of service (that is, perform the services 
of retailing on such a number of goods) that the marginal revenue 
from the sale of the last unit of service equals the marginal cost of 
the latter. At any one time, the equilibrium point may be such 
as to involve operation under any of the three possible cost condi- 
tions. 

The elasticity of the demand is of great importance in determin- 
ing the price charged. In general, other things being the same, the 
steeper the demand curve, whether due to oligopoly, or unre- 
sponsiveness of buyers to price changes, the higher will be the 
prices charged. When competition is very severe, the seller has 
very little freedom in selection of his price, as the average revenue 
curve is almost horizontal. 


® It is assumed at this point that the quality offered and the amount of selling activity used 
are optimum for the price at which each amount can be sold with the appropriate quantity 
and selling expenditure. The purchase price of the goods carried is not a part of cost in this 
analysis, since the retail margin, not the retail sale price, is the subject of explanation. 
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The price at any time may exceed or be below average cost. 
Over a longer period, when free entry of firms is possible, price 
will come to equal average cost per unit, the average cost curve 
becoming tangent to the average revenue curve.!° The more in- 
elastic the demand, the steeper the demand curve and thus the 
higher the price level at which it becomes tangent to the average 
cost curve. Thus, over a period of time, oligopoly, or any other 
factor increasing the inelasticity of the demand curve, leads to 
higher prices. Where excess profits exist because of permanent 
restriction of entry, the average revenue curve will cut through 
the average cost curve. 

Thus, under the conditions assumed, the amount of the retail 
margin, just as the price of any commodity, over a period of time 
tends to equal cost of production plus, if entry is limited, a certain 
excess profit of an amount depending upon the degree of entry 
limitation. The level of cost which price comes to equal depends 
on the elasticity of demand, which is controlled by the factors 
indicated above. 


II 


Retail stores typically carry more than one line; each store 
produces a number of goods, in the sense that a wide variety of 
products is carried; the handling and sale of each type involves the 
production of a different service, which has a definite price. There 
are a number of factors responsible for the wide variety of lines. 
One is the strict limit to the market for retail service on any one 
product because of the importance of the time element from the 
point of view of the consumer. Retailers cannot ordinarily supply 
customers over a wide area. Thus, total profits can be increased 
and indivisible factors utilized more fully only by taking on 
additional lines. These indivisible factors are of great impor- 
tance in certain cases; there is a minimum possible floor space; 
managerial functions can be performed more economically on a 


10 Entry into the retail field apparently is much more free than entry into most lines of 
physical production, since little capital investment is required. The traditionally high 
mortality of retail stores gives support to this belief; however, the consistently high rate of 
return earned by chain stores over a period of years (see Beckman and Nolen, op. cét., p. 151) 
raises some doubt as to just how free entry into the field really is. 
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larger scale (within limits); city-wide advertising and established 
reputation can be best utilized only with a variety of lines. Once 
a plant is established, additional lines can, again within limits, be 
carried at extremely low additional cost. Finally, the conven- 
ience of customers, and thus demand, is greatly increased when a 
wide variety of lines is carried under a single roof. 

Furthermore, not only is a wide variety of services produced, 
but a very large part of the total cost is ‘‘overhead,’’"! for which 
no one product is definitely responsible, and which can be allo- 
cated among products only on some more or less arbitrary basis. 

Just as in the previous case, at any one time, for each firm there 
are revenue and cost curves for each line carried. For each com- 
modity carried, these curves are of the same general nature as those 
for the product of a single-line store, and it would seem that the 
setting of price would be exactly the same as in the previous case. 
For any one good, the actual price might be different if the good 
were carried by multiple-line stores from what it would be if the 
good were carried by single-line stores, because the location of the 
cost curves would likely be different in one case than in the other. 
However, the method of price setting would seem to be the same. 
But, if the realm of theoretical analysis is left for the moment, 
and actual retail pricing methods considered,!* it becomes very 
obvious that the analysis is inadequate. The usual pricing method 
of retailers—that of adding a certain percentage markup to the 
purchase price of the good—does not involve the determination 
of marginal revenue and marginal cost schedules, and the setting 
of price at such a level as toequate thetwo. Rather, the method is 
essentially an ‘average cost’’ method of simply arbitrarily dividing 
the total cost, including the overhead, among the various products 
carried.1* Thus it would appear that either retailers are not 
following methods of pricing which yield them maximum returns, 
or in some way, the theoretical analysis is inadequate. 

The solution to the difficulty is, I believe, to be found by ex- 
tending the analysis to consider the question of long-run or normal 


11 The term “joint cost’’ is avoided since many writers confine the latter to cost in a situa- 
tion in which two or more products must be produced together for physical reasons. 

12 See footnote 1 above. 
18 This is recognized by Hawkins, in his Journal of Marketing article (op. cit., pp. 382-383). 
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price, and the significance of the conclusions reached in regard to 
normal price as to the setting of price at any one time. With 
many lines of goods carried, and most of the cost overhead, there 
is simply no true average cost for any one commodity. For each 
line carried, there is a small amount of special cost for which the 
line is responsible, but most of the firm’s cost is overhead; no one 
article carried is responsible for any certain part of this cost, inas- 
much as the dropping of a line or the taking on of an additional 
one will not affect the total. The overhead must be incurred if 
the store is operated at all; the total amount of course can be 
adjusted to some extent according to changes in total volume, or 
total number of lines carried, but the variations produced by 
changes in any one line would ordinarily be so slight as to be of 
no consequence. 

Firms must cover special costs on a line, or will not carry it; 
also total revenue minus special costs must cover total overhead. 
But there is no necessary way in which the overhead must be di- 
vided as between different goods, and thus no true average cost 
for each line. As a result of this situation, the use of marginal 
pricing methods would create a constant tendency toward an 
excessive number of firms in each line, more than could operate 
profitably. Temporarily, each firm would come to depend on 
certain lines for the covering of overhead. Further expansion in 
sales of these lines, beyond a certain point, would be unprofitable, 
since although marginal cost might be low, marginal revenue 
would be also, for in order to sell additional units, price would 
have to be lowered on ali units. However, if a firm takes on new 
lines—ones sold previously by other stores—marginal revenue 
(per dollar of sales) would appear high, since prices of goods al- 
ready sold would not be affected. It would likely be profitable to 
cut prices on these new lines below those charged by the stores 
already carrying them; whether this were done or not, the other 
stores would become unable to cover costs, because of loss in 
volume, lower prices, or both. But, just as it was profitable for 
the first group to enter the fields of the second, the second would 
find it equally profitable to enter the fields of the former. Through- 
out the retail industry this process would goon. Thus drug stores 
would take on candy at a very low average margin simply because 




















RETAIL PRICE DETERMINATION 387 


some additional net revenue can be gained; grocery stores would 
start carrying drugs for just the same reason. As margins and/or 
volumes fall, some stores would go out of business; price increases 
due to this exodus would take place not only in the case of the 
lines which were being carried by an excessive number of firms, 
but also in the case of the other lines in the general field. But the 
new equilibrium will not remain; it will become temporarily 
profitable for stores to act in such a way as to start the whole 
process over again. The net result will be extreme variation as 
between margins in various lines which are unrelated to cost differ- 
ences and which will not tend to disappear. Further, there will be 
constant shifting of margins neither produced by cost changes nor 
representing movement toward an equilibrium, and constant store 
mortality unrelated to changes in efficiency or demand. Since the 
entrance of excess firms into each line is just as inevitable as their 
subsequent exodus, variation away from normal profits is just as 
much to be expected as changes toward them. The variations 
must be considered a normal result of the use of marginal pricing 
methods in the field; there would be no normal price for any line, 
and constant price cutting and entrance of firms into fields unwar- 
ranted by demand would result. The existence of extreme varia- 
tions and fluctuations in margins becomes the only normal element 
in the situation. 

Because of the inherent instability and constant disaster to exist- 
ing firms if strict marginal revenue—marginal cost pricing methods 
were used, a system of pricing which developed in the earlier days 
of retailing when conditions were much simpler and knowledge of 
costs and methods of pricing much less than today has remained, 
despite the fact that at any one time marginal revenue and marginal 
cost are not necessarily equated by the method. The usual method 
of pricing in retailing is the use of a percentage markup figure, the 
determining of the margin on each good by the application of a 
more or less uniform percentage figure to the purchase price of each 
commodity. The determination of the markup involves the allo- 
cation of the overhead uniformly—subject to certain modifications 
mentioned below—over the goods carried. The result is that each 
dollar volume of the goods carried bears an average share of the 
overhead. The price is thus set on the basis of the average cost 
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of the product, the latter determined simply by assigning an arbi- 
trary average amount of the overhead to each unit of service per- 
formed. a unit of service being measured by a unit of revenue 
receivcd for the products on which service is rendered. The 
markup figure is established sufficiently high to cover, at the 
estimated volume of business, the direct operating expenses, 
““overhead”’ or fixed expenses, and a rate of profit which is desired, 
or which is believed to be obtainable."* The markup figure of 
course depends not only upon the total cost, but also upon the 
expected total volume of business. The latter varies inversely 
with the number of competing firms in the field. 

Since direct cost of handling various goods differs according to 
risk, wastage, rate of turnover, floor space required, etc., the 
general figure is modified for individual lines according to the 
variations in direct costs. Of course in certain cases it is obvious 
that lines are taken on at less than average markup simply because 
firms realize that the cost of handling them is low due to excess 
capacity. But ordinarily this type of policy is not followed. 

There are several other factors which affect margins. One of 
the most important is the use of class prices—the selling of goods 
only at certain definite price intervals, as the sale of neckties only 
at $1.00, $1.50 and $2.00 levels.1® Articles whose prices based on 
markup would come between these levels are moved into the 
nearest group. In some cases this practice is designed to insure 
even prices. Thus variety stores will normally sell articles which 
on a strict markup basis would sell for 9 cents at 10 cents, primarily 
for purposes of convenience. There has been, however, a definite 
trend away from this practice in some fields such as in the grocery 
trade. In other cases the chief purpose of class prices is to reduce 
the volume of stock on hand and thus increase stock turn. 


44 Apart from the realization by experience that abandonment of this method of pricing 
leads in the end to disaster, the chief factor in the retention of the method is the relative ease 
of finding average cost in contrast to the extreme difficulty of ascertaining marginal cost. 
The method arose apparently as a simple way of attempting to insure that prices were being 
set high enough to cover the total overhead. 

16 The importance of average cost pricing in industry has been emphasized by J. K. Gal- 
braith in ‘Monopoly Power and Price Rigidities,"’ Quarterly Journal of Economics, May, 1936, 
PP- 471-472. 

16 The use of price lines is developed in detail by Baker, op. cit., pp. 163-170. 
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Also of growing importance is the practice of resale price main- 
tainance, which results in the removal of the determination of the 
margin from the hands of the retailer.17 Usually, however, the 
manufacturer must take into consideration the desires of the 
retailers; failure to allow a margin of comparable height to that 
on other lines carried by the retailers will likely cause the latter 
to drop the line or fail to push it. Likewise ordinarily the 
manufacturer will not set the margin higher than that usual in the 
field since the sale of the product will be checked by increased 
margins without benefit to the producer. There will be some 
variations in each direction, however: a producer who has securely 
established a reputation for his product may set the margin below 
the usual level; in other cases the margin will be increased in order 
to encourage the retailers to push the product. 

In addition, many modifications unrelated to cost differences are 
necessary because of demand factors. Style and seasonal condi- 
tions will dictate changes from the average figure. Furthermore, 
there will be varying degrees of price competition. Even with 
the method of pricing in common use, there will be price cutters, 
firms attempting to gain from increased volume at low cost per 
unit. These firms will be much less significant than they would be 
if marginal pricing methods were used, as to the general realiza- 
tion of the strength of oligopoly is added the powerful force of 
the desire for an average markup on each line in checking price 
competition. The prime factor leading to price cutting in retailing 
is the extremely low cost of handling a product when “‘cost’’ 
is calculated on the basis of marginal cost; when average cost, in- 
cluding an average share of ‘‘overhead,”’ is used as the basis for 
policy, no longer will the expense of handling additional units 
appear so low. Nevertheless, the severity of price cutting will 
differ inevitably as among lines, and accordingly variations in 
margins will be produced. 

Not only do firms attempt to price on an average cost basis, but 
also they will take on a certain line only if they expect that the 
desired average markup, as modified by peculiar cost conditions 
of the line, will be covered. The chief exceptions to this include 


17 See Grether, op. cit. 
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the cases in which the product makes a considerable indirect con- 
tribution to revenue, as in the case of loss leaders, or is necessary 
for a complete general line. Grocery stores must carry coffee and 
sugar even though little or no return over purchase price is ob- 
tained. 

In general, the average cost method of pricing brings about the 
establishment of a quasi-normal price for each line, in the sense of 
a standard which firms attempt to gain over a period of time. This 
is not a true normal in the usual sense of the term, since it is not 
automatically established by flow of firms into and out of the field. 
Also there are many exceptions, which do not necessarily tend to 
disappear. If price cutting in a particular field drives the margin 
below average, there is no necessary tendency for it to return to 
the average, since firms will not leave the field if they fail to recover 
an average share of overhead on one line, provided that they can 
make up the deficit on other lines, nor will they necessarily drop 
the line. If the deficit in one line does cause the failure of firms, 
margins will rise in all lines, and not only in the one in which an 
average margin was not earned. Nevertheless, the widespread 
use of and belief in the markup system does provide a norm which 
firms strive to get and which ordinarily will be realized. If free 
entry exists over a period of years, the standard price will include 
an average share of a normal rate of return, and of all other costs 
with operation at a level of output less than the optimum by an 
amount determined by the degree of slope in the demand curve. 
If free entry does not exist, the standard includes an average share 
of the excess profits the amount of which depends on the degree 
of entry limitation. 

Thus the retention of a method of pricing which at first appears 
to be at great variance with that method of pricing which in terms 
of theoretical analysis would yield maximum returns is essential 
to reasonable stability in the retail field.1* With lack of any true 
average cost for each commodity, use of the marginal cost method 


18 Tt is interesting to note that in the railroad field, also characterized by a high percentage 
of overhead cost, stability of rates was obtained only by government regulation. Pricing 
policy is essentially marginal; prior to the days of regulation, except for short periods of 
agreements, rate wars were frequent occurrences. Average cost rate making would have 
prevented these, but not only was this obviously less profitable in the short run, but it was 
contrary to established rate making policy, in contrast to the situation in retailing. 
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would bring continuous instability in the retail field. While the 
present method does not necessarily insure maximum profits at 
any one time, it does insure greater safety for the retailer over a 
period oftime. Partial realization of this, coupled with the strong 
tradition of the markup method, the greater ease of determining 
average than marginal cost, and the fact that this method seems 
the most obvious way to insure covering of overhead, serve to 
insure continuation of the method.'® 

The markup method of pricing of course does not insure uni- 
formity of price in different stores, since the markup percentage 
varies according to the average cost of the store.” Uniformity 
in the latter is in turn prevented by differences in services rendered, 
volume of business, and efficiency of operation. The higher cost 
stores of course will not always be able to use a higher markup 
figure; they may be forced, at least in some lines, to readjust the 
markup figure to meet competitors’ prices. 

Thus because some firms enjoy lower costs, and because occa- 
sionally a store will turn to marginal pricing principles, some 
stores find themselves unable to use as high a markup figure as 
they would like to use, or to gain sufficient business at a usual 
markup to allow satisfactory profits. Accordingly in recent years 
various retail groups have sought legislation to prevent price 
cutting, the laws being directed especially at loss leader and other 
marginal cost price policy.2! Some of these laws (the Fair Trade 
Laws) simply legalized resale price maintenance; in a number of 
states, however, the laws actually prohibited sales below cost. 
The laws are not clear as to the meaning of cost, nor are judicial 
interpretations yet uniform or complete; in general, however, the 
cost is interpreted to mean at least an average share of overhead 
for each line. So far, in actual enforcement, simply a minimum 


19 Professor Hawkins indicates the significance of the attention given by merchants to 
overhead costs as one factor encouraging the use of the markup method. (Journal of Market- 
ing, op. cit., pp. 384-385.) 

20 The practice of stores of watching their competitors’ prices tends to make variations in 
markup less than those in cost. 

21 In 1939, 22 states had sales-below-cost legislation (Grether, op. cét., p. 33); 43 States 
had resale price maintenance laws (ébid., p. 19). Since the time Dr. Grether’s book appeared, 
5 states have enacted sales-below-cost laws, and the Nebraska law was declared unconstitu- 
tional; thus 26 states now have such laws. One additional resale price maintenance law has 
been passed. 
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markup figure typically below the average (often around 10 per 
cent) is required.** Thus the average cost method of pricing— 
the concept that each line should bear a normal share of overhead— 
has come to be accepted in law. 


Ill 


The use of more or less uniform methods of pricing serves to 
reduce the amount of price competition in retailing. The latter 
exists, of course; in some fields it is very important. But average 
cost pricing policy, which checks price cutting that would appear 
profitable on a marginal basis, and the strength of oligopoly, 
which checks cutting even when warranted by average cost con- 
siderations, keep this method of competition to a minimum. 
However, the firms are anxious to expand sales by some means, 
since cost per unit can usually be reduced if volume increases. 
The most usual method is to attempt to convince the consumers 
of the superior quality of the service rendered, either by actually 
improving the service** or by persuading the consumers of the high 
quality offered by means of advertising.** Since variations in 
quality affect cost and demand, and thus price, some attention to 
this factor is necessary. At first, the assumption will be made 
that the price is ‘‘given’’ from the point of view of the individual 
firm, that no variation is possible or desirable regardless of changes 
in cost and quality. 

The analysis of quality variation is difficult because of the lack 
of definite units in which to measure different degrees of quality. 
The only possible means is to indicate units of quality by dollars 
spent, over some basic level, on quality-service improvement. 
At a given price for the product, there exists, for each firm, a 
quality demand curve (QD on Chart 1), indicating the amounts 
that will be purchased if different dollar expenditures on quality 
and service are made. With dollar expenditures on quality meas- 
ured on the Y axis, and units sold on the X axis, the curve slopes 
upward from left to right, indicating that larger quantities can be 

22 Ibid., pp. 363-370. 

*3 By providing better store furnishings, credit and delivery services, etc. 


*4 To simplify the analysis, advertising will be considered a type of quality improvement, 
since for our present purpose the effect is the same. 
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sold if increasingly greater expenditures on quality are made. If 
each firm realized that any quality improvement which it makes 
will be accompanied by comparable changes by the other firms, the 
curve would be almost vertical. This is typically not the case 
however. Each firm usually feels that it can do a better job of 
quality improvement than can its competitors; also, the reactions 
of the other firms will actually not be as rapid in the case of quality 
changes as in the case of price changes. 

Since the most productive of the expenditures on quality will be 
made first, the curve turns upward (increases in steepness) as di- 
minishing returns from quality expenditures set in. The marginal 
curve of this line indicates the additional expenditure in dollars 
necessary to sell additional quantities of the article.2® There is 
likewise a curve for the industry as a whole; the total demand will 
vary according to quality offered very much less than the demand 
for the individual firm as additional purchasers in the latter case 
can be drawn from other firms as well as from those formerly buy- 
ing other goods. When an increase in demand for the product 
of any firm occurs as from the departure of one firm from the field, 
more will be taken, at each quality, from each remaining firm; 
the curve shifts to the right. 

The quality-supply curve indicates the amounts which the firm 
can afford to offer at each quality, or, in reverse, the maximum 
quality which can be offered at each level of output, with a given 
price (QS on Chart 1). The nature of the curve depends on the 
cost conditions of the firm. With increasing average cost,?® 
involving greater cost per unit of turning out larger amounts, 
additional amounts will be supplied only at lower quality, as 
only in this manner, at the given price, can the firm continue to 
cover cost. In this case, the quality-supply curve slopes down- 
ward from left to right. The marginal curve indicates, for each 
additional amount supplied, the addition to the total quality 
which the supplier is willing to provide. With increasing cost, 
the curve is, of course, declining, as with increasing quantities, 
successive additions which will be made to quality will decline 

*5 The marginal curves are omitted from Chart 1 for purposes of simplification, since they 


are not essential for the analysis. 
26 Average cost including an allocated share of overhead. 
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because of the increasing cost per unit of supplying them. With 
decreasing cost, the reverse situation applies; successively better 
quality can be supplied as larger amounts are sold because of the 
declining cost of production. The marginal curve also rises. 
With constant cost, the average and marginal curves are horizontal 
and identical. Likewise, it must be recognized that as the number 
of firms in the industry varies, the quality supply curves for the 
firms shift, according to the cost conditions in the industry. The 
normal situation for each firm, regardless of the conditions of the 
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industry, involves a curve concave to the base line, with decreasing 
cost conditions at first, allowing the offering of better quality 
with increased amounts, replaced eventually by increasing cost. 
The marginal curve intersects at the highest point. 

Each firm will expand output by raising quality to the point 
at which the product?’ of the amount sold and the excess of the 
quality which the firm could have offered at this output over the 
quality actually necessary to sell this amount is greatest. To 
increase output further would increase the amount the firm would 


27 In an arithmetic sense. 
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be willing to give to sell the greater amount sufficiently less than 
it would increase the amount the firm would have to give to get 
rid of the additional units as to offset the greater number of units 
on which an excess over cost is obtained. The optimum is reached 
at the point at which the marginals of the two curves cross, (with 
an output of OH on Chart 1),?* where addition to total quality 
that must be made to sell additional units is equal to the additional 
quality which the seller can afford to give to sell more units. 
Where several goods are produced, as is usual in retailing, the 
difficulty of varying some types of quality—for example, con- 
venience of location—on one good and not on others prevents 
any exact attainment of optimum quality for all goods. Varia- 
tions among products will be made so far as is possible; when this 
does not allow attainment of an optimum position for each, an 
attempt will be made to strike a balance between quality require- 
ments in different lines to gain maximum profits from the enter- 
prise as a whole. 

Where firms are free to move prices, for each price level there 
will be quality supply and demand curves of the nature indicated 
above. At successively lower prices, less quality need be given 
to sell a given quantity. The curves when plotted are below the 
old. On the other hand, the firms will be willing to give less 
quality at each point of output; the curves are also below the old. 
When the firm is free to choose both price and quality, that price 
will be chosen at which, with optimum quality adjustment made 
as described above, profit will be the greatest. 

For purposes of clarification, attention wiil be given to a situa- 
tion in which a firm providing more or less customary quality of 
service seeks to increase its business by improving quality, and 
succeeds in increasing volume in such a way as to increase net prof- 
its and thus more nearly approach the level of optimum quality. 
The improvement in quality involves increase in cost; it would 
seem that this inevitably would lead to an increase in price. When 
one firm alone has made the changes, however, this is not neces- 
sarily the case. If the program is successful, increased volume of 

28 At any one time QD need not be tangent to QS; it may be above, or pass through the 


latter. Over a period of time, with free entry of firms, the curves would necessarily come 
to tangency. 
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business over which the overhead is spread will more than offset 
the increase in total cost and reduce average cost per unit and 
increase profits. The increase in demand, with decreasing cost 
conditions, serves to offset in part or entirely the increase in cost. 
Price reduction might even be profitable. 

A change in quality by one firm is likely, if successful, to lead to 
similar changes by other firms. Just as in the case of price cutting, 
the results will be for the most part mutually offsetting, except to 
the extent that demand for the product as a whole is increased. 
Accordingly, all firms will suffer increases in cost without in- 
creases in their volumes of business. The firms will attempt to 
increase markups, since the cost to be covered is greater; this may 
be successful if all act together, and a new equilibrium will be 
reached at a level of higher quality and price. This may be a 
more or less continuous process, each new equilibrium serving as 
a base for an advance to a new and higher one. In other cases, 
no firms will be able to raise prices as no one will take the initia- 
tive; if excess profits were previously earned, the price may remain 
at the old level with profits more nearly normal; otherwise exodus 
of firms will occur until increased volume allows the covering of 
costs. 

In many cases, however, changes in quality in one direction 
may lead to changes by other firms in exactly the opposite direc- 
tion. A general improvement in service rendered by some firms 
may make it profitable for other firms to reduce quality and in some 
cases, although not necessarily, to lower prices. A quality im- 
provement by one firm does not lead to similar action on the part 
of competitors nearly as frequently as does a price reduction; this 
is particularly true if a price increase accompanies quality improve- 
ment. Some groups of buyers will prefer the reduced quality at 
lower price, and some of the firms will find it profitable to direct 
their attention to the satisfaction of the desires of these groups. 
Likewise, in the original situation of uniform quality, even in the 
absence of increases in quality by competitors, some firms are 
likely to find increased profit by reducing quality and price; while 
some firms are finding optimum quality by increasing the latter, 
others will do the same by making changes in the opposite direc- 
tion. Quality and price reduction together are much less danger- 
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ous than the latter alone; not only is cost reduced, but competitors 
are much less likely to follow since there will be less effect on their 
own volumes of business. 

In general, the possibility of quality variation in many lines of 
retailing leads to a wide variety of services rendered in any general 
field. There is in most fields a range from low-quality price- 
cutting firms to maximum-quality highest-price stores. In some 
cases this is a more or less continuous range; usually there will be 
concentration into certain groups, often with most of the firms 
concentrated in one quality level. 

The existence of variations in quality of service rendered intro- 
duces complications into the explanation of retail price determina- 
tion, but does not destroy the significance of the previous analysis. 
Each firm will seek that quality which, taking into consideration 
costs and demand prices for that quality, will yield maximum 
revenue. For the quality chosen, the same considerations as to 
price determination prevail as outlined above. The breaking up 
of the firms in the field into groups does, however, lessen the 
amount of competition confronting each firm, and serves to lessen 
somewhat the elasticity of the demand curve of the firm. Even 
if only one firm produces a certain quality, however, the ease with 
which buyers shift from one quality group to another and the 
reactions of firms producing somewhat similar qualities will 
render the demand curve of the same general nature as indicated 
above. In general, the great possibility of quality variation re- 
sults in development of a range of prices in any general field of 
retailing with concentration at certain levels, for a range of quali- 
ties of service offered. 
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COMMENTS ON PROFESSOR SPENGLER’S ARTICLE, 
“SOCIOLOGICAL PRESUPPOSITIONS IN 
ECONOMIC THEORY’”’ 


In Professor Spengler’s article on ‘‘Sociological Presupposi- 
tions in Economic Theory’’ in the October, 1940, issue of this 
journal there is a statement which is based upon an unrecognized 
and, I believe, unsound presupposition of economic theory. 

On p. 145 he compares perfect with imperfect competition and 
asserts that under the latter “‘total income... will be less.”’ 
This conclusion is apparently based upon the common assumption 
that under perfect competition every enterprise is of an optimum 
size. This assumption or presupposition is, in my opinion, en- 
tirely unjustified. 

The advantages of large-scale production are so great and con- 
tinue so far that in most industries and markets it is impossible 
to have a large number of competitors without a very considerable 
loss in efficiency. Perfect competition assumes a large number of 
producers of every good and every style of each good in every 
market, and this is actually a physical impossibility in many 
industries, such as that of women’s hats, and in most markets, 
such as a typical small southern town. Moreover, I am convinced 
that in many industries costs can be reduced to a minimum only 
by merging all producers in the nation. Available studies indi- 
cate that the larger the firm the larger the profits in the great 
majority of industries. 

Imperfect competition means a larger scale of production than 
perfect competition, and this in turn means a lower cost of pro- 
duction. This advantage may conceivably more than compensate 
for the restriction and distortion of production due to the monop- 
oly element in imperfect competition. Hence, total income may 
be larger under imperfect competition than under perfect competi- 
tion. 
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Much more important, however, is the fact that the whole or- 
thodox theory of the benefits of free or perfect competition is based 
upon a false assumption concerning the limited advantages of 
large-scale production. 

Pasadena, California BurnuaM P. Beckwith 


REPLY TO MR. BECKWITH 


With one implication of Mr. Beckwith’s thesis—that (until 
recently at least) the advantages of large-scale production, and 
their implications for economic theory, have been ignored—one 
cannot disagree. It remains to be proved, however, that economy 
of operation is so closely associated with scale of operation as Mr. 
Beckwith implies (e.g., cf. A. Robinson, Economic Journal, June, 
1934; P. S. Florence, The Logic of Industrial Organization; C. Clark, 
Conditions of Economic Progress, chap. 8), and that there are not 
several scales of operation consistent with the same level of 
efficiency. It is evident, furthermore, that some of the obstacles 
in the way of full realization of economies of scale are essentially 
noneconomic in character (cf. Florence, op. cit.). 

Through Mr. Beckwith’s argument run three assumptions 
which, as implicitly formulated, are not wholly valid: (1) com- 
petitiveness within an industry is governed primarily by the 
number of firms composing that industry; (2) my statement 
(i.e., in ‘‘an economy permeated by imperfect competition .. . 
total income... will be less’’ than in a purely competitive 
economy) implies that small-scale production is necessarily more 
efficient than large-scale production; (3) a firm’s profits is the meas- 
ure of a firm's actual and possible contribution to the nation’s 
total real income. 

(2) The degree of competition within an industry depends not 
only upon the number of firms composing that industry, but also 
upon cost conditions within the industry, upon whether or not 
these firms act in collusion, upon the attitude of the individual 
entrepreneurs toward profits, and upon circumstances outside the 
industry in question. Let us grant Mr. Beckwith’s assumption 
that, large-scale economies being what they are, goods and 
services in many industries can be produced most cheaply when 
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firms are few in number and very large in size. If, in these cir- 
cumstances, the value attitudes of the entrepreneurs are such, and 
the institutional framework of the community is such, that each 
firm seeks, not to maximize its profits, but to produce that output 
consistent with minimum average unit cost and price; then, despite 
the fewness of firms, pure competition may be said to prevail. If, 
on the contrary, the firms composing an industry, while many in 
number, are interested chiefly in profits and are not averse to col- 
lusion, pure competition will not prevail. In short, if competition 
is defined in terms of action and results, it cannot be made a 
function solely of the number of firms constituting an industry or 
feeding a market. 

(2) Let it be granted that the total annual income produced by 
an economy organized on a large-scale, few-firm, imperfectly com- 
petitive basis exceeds what would have been produced, had the 
same economy been organized on a small-scale, many-firm, purely 
competitive basis. It still remains true that the total annual in- 
come would be even greater, were the economy reorganized on a 
large-scale, few-firm, purely competitive basis; and such is the in- 
tended import of my statement quoted above. 

(3) If the profits of large firms are relatively great in conse- 
quence of quasimonopolistic advantages possessed by them, and 
not solely as the result of lower costs partially passed on to the 
consuming public, such profits are not adequate indices of the 
actual or potential contributions made to the national income by 
said firms 

Mr. Beckwith’s comments suggest the existence of two problems 
which economists have ignored when dealing with the effects 
of changes in scale of operation. First, it is essential that our 
society be reorganized to permit full realization of economies of 
scale and yet remain free of such concentration of economic con- 
trol and monopoly as now tend to be associated with largeness of 
scale and fewness of enterprisers; for, in the absence of such reor- 
ganization, smallness of scale with all its imperfections may be 
preferable in the long run. 

Second, analyses of the limits to size of firm must be formulated 
in terms of the economy asa whole. The state of technology being 
given, the level of per capita output within an economy depends 
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principally upon specialization and division of labor, the economic 
limits to the extensability of which are set by coordinating costs. 
The coordinating function, and the associated costs, may be 
classified into (1) private and (2) governmental. The former may 
be subclassified into (1a) managerial coordination of productive 
factors within the firm; (1b) inter-firm and inter-industrial co- 
ordination of the sort performed by banking and wholesale houses, 
and soon. Under (2) may be included such inter-firm and inter- 
industrial coordination as is effected by governmental agencies. 
(1)a is intra-firm whereas (1b) and (2) are extra-firm. National 
productive efficiency is at a maximum, other things equal, when 
the ratio of productive factors employed in coordination to the 
productive factors otherwise employed is at a minimum ; and some 
distributions of the total coordinating function between (1a), 
(1b), and (2) make for lower ratios than do other distributions. 
In the past, analyses of economic limits to firm size have run 
primarily in terms of (1a); they have largely ignored interrelations 
between (1a), (1b), and (2), and thus may have made the smaller 
firm appear more economical than it is in reality. For example, 
operation on a larger scale than is indicated by intra-firm cost 
analysis is desirable, in terms of the economy as a whole, so long 
as additional intra-firm coordinating costs are more than offset 
by the resulting diminution in extra-firm coordinating costs. In 
short, if economists are interested in terms of the economy as a 
whole, they must recast their analysis of the relation between 
size of firm and unit cost to allow for the relation between size of 
firm and extra-firm coordinating costs. 

Duke University Joszrx J. SpENGLER 
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The Triumph of American Capitalism: The Development of Forces in 
American History to the End of the Nineteenth Century. By Lewis 
M. Hacker. New York: Simon and Schuster, 1940. Pp. x, 
460. $3.00. 

There is an impression current in respectable historical circles 
that the economic interpretation of American history has already 
been overworked. The fact is that, on the contrary, not even a 
decent start has been made in this direction. We have had a 
number of competent economic histories of the United States, but 
little has been done to give us a comprehensive notion of how our 
historical development as a whole has been conditioned by the 
impact of economic forces. 

Frederick Jackson Turner made a significant contribution to this 
trend in his discussion of frontier influences, but Mr. Hacker has 
been among those who have recently questioned the validity of 
Turner's interpretation. Charles Austin Beard has done more 
than any other single person to suggest the importance of economic 
factors in our history, but even he never got around to the com- 
plete picture promised in his early books on the constitution and 
Jeffersonian democracy. His Rése of American Civilization did, 
however, give us a better notion of economic influences upon our 
national evolution than any other general history of the United 
States. A.M. Simons’ Social Forces in American History has been 
about the only comprehensive effort to give us a relentless economic 
interpretation of American history. This book, while exceed- 
ingly stimulating in parts, was premature and sketchy, particu- 
larly for the recent period. 

No American historian is better prepared by both study and 
personal inclination to give us a definitive economic interpreta- 
tion of American history than Professor Hacker of Columbia 
University. His comprehensive history of the United States since 
the Civil War (with B. B. Kendrick) and his histories of the New 
Deal and after have proved his competent grasp of historical 
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facts in their economic setting. He has also written a number of 
important articles in the Marxist Quarterly and elsewhere, some of 
which are elaborated in the present work. He is resolute and 
sincere in his feeling that economic factors have been a determin- 
ing factor in our historical development. But he is sane and 
reasonable in applying his ideas. The present work may be re- 
garded as the first volume in a sweeping two-volume economic 
interpretation of American history. It will not disappoint his 
well-wishers or friends of a more realistic approach to the history 
of the United States. 

The book starts off with a discussion of the general character of 
American capitalism and the stages in the evolution of capitalism. 
The European antecedents of American capitalism are then sum- 
marized. Next comes an account of the development of Mercan- 
tile capitalism in the American colonies and its culmination in the 
American Revolution. Professor Hacker then proceeds to de- 
scribe the origins of American Industrial capitalism, and he treats 
the Civil War as a struggle between this and southern Planter 
capitalism. The later chapters in the book are devoted to a 
sketchy but suggestive discussion of the rise of Monopoly and 
Finance capitalism since the period of Reconstruction. There is 
a final summary appraisal of the course of American capitalism 
in a chapter entitled ““‘Was American Capitalism a Success?’’ 

Professor Hacker believes that American capitalism has passed 
through three stages: (1) Mercantile capitalism which endured 
through the Revolutionary War: (2) Industrial capitalism from 
about 1800 to 1870; and (3) Finance capitalism which dominated 
the scene from Reconstruction to the New Deal. With the latter 
we are passing into a period of State capitalism. 

Mr. Hacker contends that the American Revolution represented 
a clash between English Mercantile capitalism and the combined 
Mercantile and Planter capitalism of the American colonists. In 
turn, the Civil War was a struggle to the death between northern 
Industrial capitalism, begotten of the industrial revolution, and 
the Planter economy of the South. Finance capitalism, operating 
first through monopoly and then through the divorce of manage- 
ment from ownership and systematic exploitation of industry by 
financial speculators on the inside, finally produced the depres- 
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sion and the Roosevelt Revolution, which is probably more 
momentous than the first American Revolution. In other books 
Mr. Hacker has predicted that the Roosevelt Revolution, which 
has set up State capitalism, may also bring in its train an im- 
perialistic world war on a scale beyond any precedent in our na- 
tional history. In the present book Mr. Hacker is more optimistic 
and seems to believe that democracy can survive the establishment 
of State capitalism in this country, even though elsewhere it has 
produced totalitarianism and war. 

Professor Hacker's last chapter, in which he seeks to evaluate 
American capitalism, can only be described in generous terms as a 
non sequitur. It almost seems that he had become scared over the 
story he has told. But he should be wise enough to recognize 
that one cannot have his cake and eat it too. The story of Ameri- 
can capitalism affords the best possible proof of this proposition. 

We may eagerly look forward to the next volume which will tell 
the full story of Finance and State capitalism, the development of 
which is only briefly sketched in the present volume. But it is not 
beyond the range of possibility that by the time this book is ready 
for the printer conditions will have so changed that it will be im- 
possible to publish the resolute type of book on this topic which 
Mr. Hacker is likely to prepare. 

Cooperstown, N. Y. Harry Ermer Barnes 


Modern Economic and Social Systems. By Russell E. Westmeyer. 
New York: Farrar & Rinehart, 1940. Pp. viii, 604. $3.00. 
In an historical period in which social thinking is undergoing 

catastrophic convulsions, it is a hazardous job for any author to 

try to chart a course among the conflicting ideologies which swirl 
about the unwary and uninformed individual. Various attempts 
have been made, with more or less success, to set forth the essen- 
tials of the various schools of social thought which are so stri- 
dently proclaimed throughout our world. Professor Westmeyer 
has notably succeeded in the work under review in performing this 
necessary and extremely difficult task. 

Beginning with the Hebrew prophets, Professor Westmeyer 
traces the stream of social criticism through the various utopias 
into the modern bifurcation of Marxian-Communistic and Fascist- 
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Nazi branches. He does this with a clarity of outline which takes 
account of historical, theoretical and practical social aspects of 
the movements with which he deals, and at the same time with a 
temperateness and objectivity which are quite unusual in the sur- 
charged atmosphere of the present. As he says in his Foreword, 
“It is not the way of progress to dismiss anything as wholly good 
or wholly bad without knowing what it really is. And certainly 
no scheme of social organization is so bad that it contains no 
element of good, nor so perfect that it may not be improved by 
comparison with other schemes.”’ It:is his rigid adherance to this 
canon that gives Professor Westmeyer’s book its cool dispassionate- 
ness which the present reviewer finds so welcome. 

There are many other points of excellence in this work. The 
style is lucid and interesting; the chapters are well sectioned and 
enlivened with source material; each chapter is ended with a sec- 
tion of conclusions, notes on sources and a list of sources. Finally 
there is the Appendix which includes the Communist Manifesto, 
the Manifesto of the First Congress of the Third International, an 
essay by Benito Mussolini on ‘“The Doctrine of Fascism’’ and the 
National Socialist Party Program. A brief but well-selected 
bibliography completes the book. Professor Westmeyer is to be 
congratulated on his success in dealing with such a baffling mass 
of material. 

Writing as I am during the closing days of a bitterly fought 
election campaign when charges and counter-charges are being 
hurled back and forth with respect to the tendencies of American 
social policy, one wishes that Professor Westmeyer could have 
said something on this head. It is not enough to assume that 
liberal democracy as we have known it in the United States is an 
unmoved datum which stands in sharp antithesis to the heresies 
round about us. Our social system is not and cannot be isolated 
or insulated from these world movements. In what direction and 
to what extent our own social system may be modified by this 
world-wide convulsion is a question of immense practical concern. 
It would have been interesting to have had Professor Westmeyer’s 
answer to this question. 

Alabama Polytechnic Institute Earte LeRoy Rauser 
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The Pattern of Competition. By Walton H. Hamilton. New York: 

Columbia University Press, 1940. Pp. 106. $1.25. 

This small volume, brilliant and trenchant in style, consists of 
a series of lectures delivered at the recent summer session of 
Columbia University. Its purpose is to portray the intricate 
pattern of competition and the difficulties which confront its 
effective regulation. 

As seen by Professor Hamilton, an old economy may work 
moderately well in normal times. Its real test is how it works in 
a crisis. Yet in a relatively short period, we have had a trilogy 
of crises—that of the violent business upsurge in the twenties and 
the crash which followed, that of the appeal to government to 
save business from its collapsed state, and now the crisis of na- 
tional defense. Competition is geared to a period of transition 
already passed and the government, though unprepared, has for 
some time been ‘“‘destined for the office of industrial direction.” 

It is characteristic of industry that it is shaped by impersonal 
nonconformist forces which have no origin in design. These 
forces, says Professor Hamilton, are blissfully unaware of the laws 
which economists have devised and the *‘stream of human behavior 
runs endlessly on.’’ There is no simple design of competition and 
monopoly in business. Rather elements of both are usually to be 
found in the same industrial pattern. From competition to 
monopoly all is a matter of quality and degree. 

With the recognition that competition was breaking down 
through corporate control of industry, public opinion appealed 
to the law under the assumption that ‘‘the law will make it right.”’ 
The result was the Sherman Anti-Trust Act of 1890. This act, 
never a favorite with Congress, was impotent for a decade and is 
still a victim of poverty. The annual budget of the Anti-Trust 
Division of the Department of Justice did not reach $1,000,000 
until 1939. The appropriation must be made adequate to the 
magnitude of the task. The present cumbersome court procedure 
should be expedited by the resort to an industrial court consisting 
of a bench of five or seven members. Even so, it seems doubtful 
whether, with the medley of public controls that are long overdue 
and the imperative demand for national defense, it will be possible 
for the system of free enterprise to carry on much longer. 
University of Virginia Tieton R. SNAvELY 
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Monopolistic Competition and General Equilibrium Theory. By Robert 
Triffin. Cambridge: Harvard University Press, 1940. Pp. XIII, 
197. $2.50. 

During the past decade and more, many books and papers have 
been written on monopolistic competition. Economists have 
come to accept in a general way the basic ideas but these ideas 
have been bandied about in a rather disjointed and incoherent 
manner. ‘‘What is most needed at this juncture is a general 
statement aiming at a clarification of the present position of the 
theory, consolidating the progress made so far, and attempting 
to carry the whole subject on into new and uncharted lands. To 
this task Mr. Triffin has addressed himself.’’ (Publisher’s note.) 

Following a brief introduction, the author gives a concise resumé 
of the works of Chamberlin, Mrs. Robinson, and von Stackelberg, 
together with a brief reference to Pareto. This is followed by a 
section on evaluation and criticism, while the remainder of the 
book represents the author's attempt at ‘‘a general restatement,”’ 
consolidation, and crystallization. 

One of the most illuminating sections of the book is on “‘general 
equilibrium methodology’ (pp. 85-9). He characterizes as 
virtually worthless all the familiar ideas about competition within 
an industry between firms producing identical or highly similar 
products. Instead, he contends that the degree of competition 
obtaining is dependent almost solely upon the opportunity for 
free entry and substitutibility. The number of firms may be very 
few with high prices and monopoly prices temporarily obtaining, 
but if there is the opportunity for the free entry of new firms to get 
in on these abnormal profits, then competitive conditions will soon 
prevail. 

Again, competition is not restricted to variations in price or 
conditions of sale for identical goods but is governed rather by the 
buyer's range of substitution. If the prospective buyer is on the 
verge of buying a suit of clothes, and then suddenly decides to 
buy tackle instead and go fishing, then there is obvious competi- 
tion between the sellers of clothing and of fishing tackle. ‘‘Com- 
petition may be keener between Ford and Rogers Peet than between 
Ford and Rolls-Royce’’ (p. 88). 

Perhaps the most constructive section of the book is Chapter 
IV on ‘‘Competition and the Shape of the Cost Curve.’” The con- 
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clusion reached here by Triffin is that ‘‘the firm can, under monop- 
olistic competition, attain its equilibrium with any shape of cost 
curve—decreasing, increasing, or constant while, under pure 
competition, equilibrium requires increasing marginal cost (and, 
in addition, a U-shaped average cost curve if the no-profit assump- 
tion is introduced)” (p. 153). 

After a careful study of the entire volume, a reasonable degree of 
candor would seem to require the statement that the author has 
not fully attained the objective sought. Some progress is made, 
undoubtedly, in reducing the various ideas on monopolistic com- 
petition to a unified and coherent treatment, but he most certainly 
has not pushed the study to a “‘crystallization point where individ- 
ual expositions are merged into a common body of thought.” 

The volume contains a liberal amount of mathematics, which 
is necessary where treatment is to be made of the works of Cham- 
berlin, Robinson, and Pareto. However, in the nonmathematical 
sections, the author does not appear to be gifted with a clear and 
lucid style. The content is definitely superior to the composition. 
More care should have been given to the work of exposition. 

As a final observation, it strikes the reviewer that Mr. Triffin 
has become unnecessarily skeptical of the value of basic economic 
principles and general equilibrium theory. He contends that 
there are so many variations in the gamut running all the way from 
free competition to pure monopoly, that no general law can be 
applied to these different situations. On the concluding page he 
says that the economics of the future ‘‘will recognize the richness 
and variety of all concrete cases, and tackle each problem with due 
respect for its individual aspects . . . for economics to progress it 
must give up its youthful quest for a philosopher's stone’’ (p. 189). 

Most assuredly, the number of cases in value and price theory 
must be greatly expanded beyond the old stand-bys of pure com- 
petition and pure monopoly. Cases in the field of monopolistic 
competition call for a certain degree of individualization or 
specialized treatment, but the idea or hint that a general or basic 
theory of value is of little import and that every price problem is a 
special case reveals an insufficient respect for the value of theoretical 
analysis. 

Louisiana State University H. L. McCracken 
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Value and Distribution: Some Leading Principles of Economic Science. 
By Lewis H. Haney. New York: Appleton-Century Co., 
1939. Pp. xvii, 734. $4.00. 

This book was not written for beginners but for those who have 
given considerable time and thought to the methodology of eco- 
nomics. The reader will do well to begin the book by reading 
the very last page where Professor Haney has provided a summary 
statement of his point of view. In Chapter 1, an introductory 
critique, we find him advocating a broad philosophical and psycho- 
logical approach to an understanding of human motivation which 
might lead the reader to expect a more eclectic view of the scope 
and method of ecnomics than is subsequently expounded. 

The author’s main objective is the development of a general 
equilibrium theory of value without circularity of causality—a 
fault which he ascribes to price and entrepreneur economists. The 
latter, according to Professor Haney, try to explain a price by 
assuming a price. To avoid this circularity, Haney sets the main 
pillar of his intellectual structure in assumed or given subjective 
value preferences. These are the original and independent con- 
stants. The subsequent deductive structure must necessarily be a 
static and timeless analysis, for if subjective values are admitted 
to be a result of preceding price-induced activity, they are also 
circular in their mutual dependency. Marshall's attempt to solve 
this dilemma by the concept of a moving equilibrium was only a 
road by which static analysis could follow limpingly real human 
dynamism. Marshall felt that static analysis would be useful in 
casting up periodically an equilibrium picture showing what the 
economic system would be like if it stood still at a point from 
which it had since departed. This hop-step-and-jump method 
finds the economist always lagging behind while he attempts to 
put history through his elaborate deductive apparatus. The 
requirements of this method force Haney to be quite critical of 
economists like Chamberlin who are willing to view demand 
not only as a derivative of original subjective constants but as a 
variable dependent on selling costs. 

To an economist who has fought many dialectical battles and 
hopes to fight many more, Professor Haney’s treatment is extremely 
stimulating. Hardly a page does not set up strong reactions of 
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agreement or dissent. All the old bones of contention plus some 
new ones ate fought over. Haney shows no fear of any of the 
critics of orthodoxy. Instead he counterattacks with direct 
frontal assaults. 

The reviewer would like to roll up his sleeves and pitch in to the 
battle but as a reviewer he can only fidget on the edge of the field. 
There are a multitude of excuses for crossing swords with Professor 
Haney. But only an example or two can be given here. On 
page 121 we find the surplus concept re-examined. Haney’s 
acceptance of this Marshallian apparatus catches him with his 
guard down. For in any general equilibrium structure the best 
adjustment prevails and if choices are between infinitesimally 
smalls then the differentiation between the best and the next best 
choice is infinitesimally small and disappears. A consumer's 
surplus, if it did exist, would not be measured by the total utility 
of the given good but by the new satisfactions provided through 
expanding consumption of other goods when the cost of the given 
good declines. 

Imputation from the margin is given Haney’s approval but it is 
a fiction and not a real measure of value. Methodologically it 
runs up against the principle of indeterminancy. That is to say, 
if a good is not sold its value actually cannot be known. If it 
is sold, it alters the marginal position of the market and invalidates 
the former imputed value. In short, when value is defined as an 
exchange ratio we cannot both own a good and know its value. 
Imputation gives only an approximation and never a precise 
measure. 

When the reviewer got into Haney’s means-ends differentiation 
he felt the way he always imagined a whirling dervish must feel. 
In the dust of flying concepts somehow the alter egos of Lionel 
Robbins, Frank Knight, and Talcott Parsons, as well as Haney’s 
appeared. An internal battle royal resulted. When the reviewer 
dropped from exhaustion he was still convinced that when eco- 
nomics says it is a science dealing only with objective means and 
yet finds its constants in subjective ends it presents the same 
picture of confused purposefulness as we get from watching a dog 
chase his tail. 

Now while Haney takes some lusty whacks at Chamberlin’s 
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“‘purist’’ efforts to distort the meaning of competition, he ignores 
(other than a somewhat cavalier dismissal on page 563.) the con- 
ceptual apparatus of Keynes. This omission is particularly notice- 
able in the discussion of the value of money, a field of controversy 
to which Keynes has contributed many potboilers. Haney pre- 
sents a strange admixture of bullionist theory, anti-statism, and 
pure market analysis that leads one to wonder how he would 
explain the recent history of devaluation and deficit spending in 
this country. 

A brief review cannot do justice to Haney’s striking defense of 
the neoclassical concept of the scope and method of economics. 
The heresies and vituperation which orthodoxy has had to suffer 
in recent years might have discouraged a less stout hearted and 
able defender. The English tradition is our parent stock and as 
much as we may embrace statistical manipulations, historismus, 
or institutionalism we, of this blood line of intellectual evolution, 
like to feel that alma mater still has vitality. Professor Haney 
gives us that assurance. Reading him is like attending a home- 
coming celebration. All the logical perfections and tautologies, 
all the optimisms and fatalisms, all the precisions and confusions, 
all are there. Professor Haney can only be commended for again 
centering the attention of economists, busily engaged in a multi- 
tude of special interests, upon some of the fundamental and un- 
settled issues of our common heritage. 

U. S. Department of Agriculture R. S. Winstow 


What's Past is Prologue: Reflections on My Industrial Experience. 
By Mary Barnet Gilson. New York: Harper & Bros., 1940. 
Pp. 307. $3.00. 

Mary Gilson has had exceptionally broad and interesting ex- 
perience and was once reputed to be the best-paid woman personnel 
manager in the country. She is also known as an ardent feminist, 
an eager and not too inhibited crusader, a charming person, and 
a stimulating college teacher. These assets, along with a sense of 
humor and a zeal for exposing industrial sin, are all expressed in 
this autobiography. Substituted through circumstances for a 
solemn study of British unemployment insurance, it was prepared 
chiefly in Chapel Hill, under a Guggenheim fellowship. 
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The best parts of this book are those in which her experience and 
observation have been most intimate, and in which she reports the 
human situations she was called upon to adjust from day to day, 
during a period of many years, at the Joseph and Feiss Company 
of Cleveland, Ohio. Here, as in several other parts of the book, 
one finds such keen intuition, expert knowledge, compact and 
forthright discussion of personnel policies, sound judgment on 
techniques, and wise comment on the issues involved, as to make 
the chapters important source material in industrial relations and 
sociology. Chapter VII, for example, on ‘‘Promotions and 
Headaches’’ could be used as a text assignment for both the 
practitioner and the student. Mixed with such basic content 
at various points is courageous protest, exposé of numerous shams, 
and delightful stories told with excellent economy. Common 
ailments, for example, reported by workers in her plants, were 
“Information of the bowels’’ and ‘“‘ulsters on the stomach.”’ 
In her experiences in many other fields she has been able to extract 
the salient incident which has significance or humor, hence the 
volume is packed with many a chuckle. 

When Miss Gilson, in the last fifth of the book, unconsciously 
departs from strict objectivity to give an edited account of her 
experiences with Industrial Relations Counselors, Inc., the result, 
in some places, is dull progeny; and when she protests too much 
of the slights to organized labor or crusades for industrial de- 
mocracy, there is in the vociferousness an unintended flavor of the 
convert. But these chapters come late in the book, long after 
one has decided that this is a stimulating and engrossing book 
and has determined to reread it after he has passed it on to his 
friends. 

College of the City of New York HERMAN FELDMAN 


Private Enterprise and Democracy. By Charles E. Carpenter. New 

York: Longmans Green & Co., 1940. Pp. 217. $2.50. 

This is the season when we are re-examining the relation be- 
tween democracy and private enterprise. This small book writ- 
ten by a professor of law at the University of Southern California 
is a welcome addition to the list. His picture is the increasingly 
familiar one of a mature economy, bogged down by inflexible 
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prices, management-controlled corporations, maldistribution of 
purchasing power, lack of economic balance, and growing labor 
strife. 

Professor Carpenter’s remedy is the organization of industry 
along profit-sharing lines, in which employees, management, 
stockholders, and consumers will participate. In agriculture, 
‘‘yardstick’’ corporations, either public or private, would be 
organized to determine costs of production. The profit-sharing 
corporations would be exempt from the decrees of the National 
Labor Relations Board, and unions would be confined, preferably, 
to individual companies. 

Other comprehensive changes are proposed: the tax system to 
be centered on incomes, capital gains, and savings; certificates of 
convenience and necessity required for new investments; a per- 
manent program of public spending instituted; strengthening of 
democracy against pressure groups through extension of Presiden- 
tial powers, and submission of certain issues in dispute to the 
electorate; and finally, attention to the possibility of improving 
the quality of the population. 

Professor Carpenter will not get very far with his plan unless 
he revises his bias, no doubt attributable to the California climate, 
toward national unions. After all, British trade unionism is now 
recognized as the foundation of British democracy. And England 
may yet provide us with an example of democratic socialism. The 
value of the book does not, however, depend on acceptance of the 
profit-sharing plan. Professor Carpenter has, in short space, 
compressed a well-rounded readable analysis of the major diffi- 
culties of our system of private enterprise. 

Washington and Lee University Mervyn CrospauGH 


The Productivity of Labor in the Rubber Tire Manufacturing Industry. 
By John Dean Gaffey. New York: Columbia University Press, 
1940. Pp. 204. $2.50. 

This timely little book presents in a thorough and interesting 
manner the technological and economic history of the rubber tire 
manufacturing industry from the standpoint of productivity. The 
approach is mainly descriptive and statistical but the author has 
made use of first-hand information collected as a result of inter- 
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views with executives, managers, research men, and workers in 
the tire industry. Emphasis is placed upon the environmental 
factors which favor industrial progress, and the incidence of 
productivity gains is given special treatment. 

The author stresses throughout the book the important rela- 
tionships between labor productivity in an industry and the state 
of labor relations in that industry. In his opinion, the har- 
monious relations between employers and workers played a sig- 
nificant part in the enormous increase in productivity in the tire 
industry before 1932. He gives some attention to the attempt 
to organize the tire industry after 1933 and the numerous strikes 
that followed. He believes this change in labor relations has 
been less favorable to advancing productivity. While he indi- 
cates that labor relations have improved to some extent in the past 
two or three years, he states in conclusion that ‘‘the continuation 
of the trend toward higher productivity in the industry probably 
depends more upon the state of labor relations than upon any 
other single factor.”’ 

University of Virginia. Gerorce T. STarNezs 


The National Labor Policy and How It Works. By Joseph Rosen- 
farb. New York: Harper & Bros., 1940. Pp. xxxii, 732. 
$5.00. 

This study, written by an attorney of the National Labor 
Relations Board, throws considerable light both on the back- 
ground of the National Labor Relations Act and upon the prin- 
ciples which the board has attempted to follow in administering 
that act. 

The plan of the book is excellent. After describing in retro- 
spect the ancestors of the present board and environmental factors 
incident to its growth, the author presents a detailed commentary 
on the board’s policies and decisions with respect to each section 
of the act. 

For example, in Chapter VI the discussion concerns discrimina- 
tion in regard to employment, a practice forbidden by section 8 
(3) of the law. Herein the author details the methods of dis- 
crimination which have been tried by employers and the reasons 
for the board’s decision concerning each method. Each prin- 
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ciple thus set forth is thoroughly documented by references to the 
actual cases. This chapter, along with several others, records so 
many ingenious devices used by employers in attempting to cir- 
cumvent the act that one wonders what paradise could be reached 
if the employers would spend as much time and ingenuity in try- 
ing to get along with labor as they apparently have spent trying 
to get around this law. 

Having thus annotated each section of the law with examples 
as well as cases, Rosenfarb, in the last half of the book, describes 
the board, its jurisdiction, its procedures, the administrative 
methods it uses, and the methods of enforcement now followed. 
He concludes the book with a discussion of proposed amend- 
ments and a prognosis. 

Too often the author becomes an advocate and drops into 
phrases which may tend to alienate those on the other side who 
might otherwise read and learn from a really excellent book. 
Those of us, however, who favor independent collective bargain- 
ing will enjoy such phrases as ‘‘Company unions are to collective 
bargaining what Hitler’s Reichstag and Stalin’s Supreme Soviet 
are to political democracy’’; or ‘‘to the aptly called economic 
royalists constitutional liberties are only the refuge of their class 
interests.” 

Whether or not such phrases belong in this type of book there is 
certainly a place for the book itself. It is high time the board 
had an advocate and Rosenfarb, in addition to giving good argu- 
ments on controversial points, presents an amazing amount of 
factual annotation in well outlined form. 

Duke University Frank T. DEVYVER 


Stabilizing Jobs and Wages. By Herman Feldman. New York: 

Harper & Bros., 1940. Pp. xv, 334. $3.50. 

Dean Feldman has produced a timely and worthwhile book. 
He makes no effort to present plans for expanding general eco- 
nomic activity or for providing for the permanently unemployed. 
The emphasis throughout its placed upon the practical possibil- 
ities of job stabilization through the development of good manage- 
ment. This point of view is especially pertinent at the present 
time. So many businessmen have devoted the greater part of 
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their energies in recent years to crying over spilt milk and to 
figuring out ways of circumventing unpalatable governmental 
trends. We have become so used to this sort of thing that it is 
indeed refreshing to note that there are numbers of businesses 
which have been able to develop during the current hard times 
practices and procedures which are effective. 

This is no book of panaceas. On the contrary, the measures 
described are those which have been worked out by business 
executives, and are therefore measures well within the scope of 
the efforts of an individual business. The general philosophy 
of the book is expressed by a statement in the preface to the effect 
that ‘‘experience has sobered the exaggerated claims of earlier 
days and industry is proceeding on a sounder and more realistic 
basis."’ In so far as general topics are concerned, the reader will 
find little that is new. Such subjects, for example, as market 
research and distribution planning, diversifying the line, simpli- 
fying the line and the style, improving the stability of wage pay- 
ment, are familiar things. The contribution, therefore, is not in 
new general subject matter but in the description of current prac- 
tical techniques. The major entry into new territory is the dis- 
cussion of the implications of unemployment compensation 
experience rating as an added incentive to regularization. This 
is especially timely as many states are now in the process of devis- 
ing methods for experience rating. 

This is a book which the general reader, especially the business 
man, should find very stimulating. The teacher will find in it a 
host of current illustrations with which to replenish his stock in 
trade. 

University of Alabama Burton R. Morey 


Wage Differentials: The Case of the Unskilled. By Carrie Glasser. 
New York: Columbia University Press, 1940. Pp. 169. $2.00. 
In this little study, Dr. Glasser investigates the persistence of 

money wage differentials as between industries and between 

regions, using unskilled workers as the most convenient occupa- 
tion for study, because of the relative homogeneity of the group, 
and because of the availability of better statistics. 

Defining the long run as a period extending over several busi- 
ness cycles, Dr. Glasser finds, as was to be expected, that wage 
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differentials are persistent as between industries, and within 
industries but between regions. These wage differentials exist 
when measured in terms of hourly entrance rates, average weekly 
earnings, and average annual earnings, although in some cases, 
the ranking of the industries differs according to which measure 
of earnings is used. 

As must all analysts of wage and employment data, Dr. Glasser 
found it necessary to manipulate the figures considerably in order 
to get them into workable form. It seems rather unfortunate 
that she did not carry her manipulation further so as to attempt 
to reduce her money wage figures to real wages. This would, of 
course, have added considerably to the difficulty of her task, 
but the results would have been far more meaningful. Although 
in an early section she admitted that the neoclassical equilibrium 
theory argues that with full mobility, real wage rates should tend 
toward equality, in her later discussion she seems to assume that 
the persistent differences in money rates that she found were evi- 
dence of lack of mobility. 

It might have also added something to the work had Dr. Glasser 
attempted to apply the more refined techniques of variance analysis 
to the discovered persistent differences. She might thereby 
have been enabled further to buttress her conclusion that the 
variations were significant. 

As a whole, the study is a worthwhile contribution. It could 
not be expected that one study should completely solve the prob- 
lem of wage differentials. Much information is needed on the 
degree to which differentials exist, and on the reasons for the 
continued existence of them. This represents a well-timed con- 
tribution to a field of study which needs much further work. 

University of North Carolina Freperic MEyers 


Toward Full Employment. By Henry S. Dennison, Lincoln Filene, 
Ralph E. Flanders, and Morris E. Leeds. New York: Whit- 
tlesey House, 1938. Pp. xii, 297. $2.50. 

Under the joint authorship of four of this country’s leading 
business executives this book presents a clear and whole-hearted 
espousal of public works programs to offset cyclical variations in 
private business activity. The keynote of the book is planning, 
throughout its three main parts dealing with the nature of a suit- 
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able public expenditure program, the requisite fiscal policies, and 
a consistent tax program. 

Part I explains the requirements of the flexible budget for 
public works, together with a sketch of the necessary govern- 
mental machinery for making it effective. Those who believe 
that worthwhile projects could not be started quickly in the areas 
of greatest need, or that such a proposal is a long step toward 
socialistic damnation, will find little solace in these pages. ‘‘As 
national income increases we must expect to spend an increasing 
proportion of it publicly. We should not only expect this, but 
we should welcome it, because only through this public spending 
can we fully realize the advantage of our increasing wealth pro- 
duction.” p. 51. 

In Part II the relation of bank credit and fiscal policy to the 
business cycle is examined in realistic fashion. The objectives and 
means of credit control are reviewed in the light of our institu- 
tional framework. While the possibility of runaway inflation 
in the face of mounting government debts is recognized, it is not 
regarded as inevitable provided proper management is exercised. 

In Part III the structure of a tax system to fit the above pro- 
gram is outlined. The functional approach to taxation is fol- 
lowed and the necessity of transferring a share of the present tax 
burden now on consumption to savings is advocated. On the 
administrative side the advocacy of a joint federal-state tax com- 
mission will be welcomed by students of taxation generally. 

University of Florida C. H. Donovan 


Public Utilities and the National Power Policies. By James C. Bon- 
bright. New York: Columbia University Press, 1940. Pp. 
vi, 82. $1.25. 

This monograph embraces one of a series of lectures on the eco- 
nomics of public policy that were delivered by recognized scholars 
at Columbia University during the summer session of 1940. It 
also includes an article by the author entitled ‘‘Public Ownership 
and the National Power Policy’’, recently published in the Yale 
Review. 

The central theme is the New Deal electric power policy. The 
author has endeavored, first, to indicate why private ownership 
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under state regulation came into disrepute during the period fol- 
lowing the World War; second, to review the efforts of the present 
federal Administration to meet the situation. The breakdown in 
regulation is charged mainly to the deficiences of the ‘‘fair value’’ 
standard of rate making, in theory as well as in administration, 
and to the abuses of the holding company device. Efforts of the 
Administration cover measures designed to make regulation more 
effective, the public power program, and rural electrification. 

The evaluation of the New Deal power measures is ‘‘frankly 
sympathetic’’. While rightly recognizing faults in certain details 
and methods of execution, the program in general is viewed with 
approval as holding out prospects of successful results. The 
Federal Power Act faces the problem of “‘states’ rights’’ frankly; 
new appointments to the Supreme Court give hopes of a more 
flexible position on the rate making rule; rate comparisons by 
means of ‘‘typical bills’’ are causing a re-examination of pricing 
policies; holding companies have been subjected to control that 
may prove to be of great value; power projects have side-stepped 
the valuation impasse and have provided at least a rough “‘yard- 
stick’’; and federal aid has furnished support for public ownership 
in the local distribution of power. Charges of unfair competi- 
tion, dishonest yardsticks, excess generating capacity, and obsolete 
hydroelectric power, are by no means as valid as critics of the 
Administration would have us think. Naturally the author is 
not worried about the ‘‘menace’’ of public ownership. 

Although addressed primarily to the general reader, this little 
book is highly recommended by the reviewer to economists. It 
is beautifully written, can be read in a short time, and gives the 
reader a concise, carefully considered view of outstanding power 
issues. Perhaps a reviewer less in accord with the viewpoint of 
the author would have drawn up a more critical review. 

University of Florida Truman C. BicGHAM 


Transportation and Politics: A Study of Long-and Short-Haul Policies 
of Congress and the Interstate Commerce Commission. By Calvin Crum- 
baker. Eugene, Oregon: University of Oregon Monographs, 
Studies in Economics, No. 1, 1940. Pp. v, 169. $1.25. 
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The theme of this monograph is better set forth by its secondary 
title, A Study of Long-and Short-Haul Policies of Congress and the In- 
terstate Commerce Commission, than by its generalized title, Trans- 
portation and Politics. 

The study is mainly concerned with the attitude and policy of 
the Interstate Commerce Commission in enforcing Section 4 of 
the act to regulate commerce. It is the author's contention that 
acts which the commission ccasiders administrative are, in reality, 
legislative in nature. The writer makes a good case for his thesis 
as the study is well written and well documented. 

Mr. Crumbaker has, however, invaded an exceedingly contro- 
versial field, although his foreword readily acknowledges that 
this is fully realized. He believes, for instance, that the decision 
in the Alabama Midland Case (1897) did not nullify Section 4 of 
the Act of 1887. The commission in office at the time of that 
decision felt that this section of the law was rendered ineffective. 
Certainly, also, the rail carriers concluded the same thing judging 
by the haste with which they proceeded to ignore the law and the 
commission. Such an able scholar as Commissioner Aitchison, 
from Mr. Crumbaker’s own Oregon, has stated that because of the 
decision the commission was forced to treat Section 4 as a prac- 
tical nullity for a period of 20 years. 

Although the monograph deals primarily with trans-continental 
relief cases, the southern economist will find the study of interest 
for the point of view on the Alabama Midland decision and other 
southern cases and for. the effective comments on the so-called 
‘‘geographical advantages’’ which certain cities and areas are 
supposed to possess. 

Mr. Crumbaker believes his study will be of assistance in clearing 
the way for more constructive transportation legislation and the 
reviewer agrees with him. 

Alabama Polytechnic Institute Joun H. Gorr 


Milk Distribution as a Public Utility. By W. P. Mortenson. 
Chicago: University of Chicago Press, 1940. Pp.221. $2.50 
Many vexing and complicated problems beset both the produc- 

tion and distribution of fluid milk. Producers have been faced 

with low prices and in some markets there has been state or 
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federal aid to assist in maintaining prices. Many studies reveal, 
on the other hand, the high cost of milk distribution though but 
little has been done to reduce these costs. The wide margin 
between farm prices and retail prices for milk continues as an im- 
portant and unsolved problem. 

This problem is analyzed by Professor Mortenson in his con- 
sideration of milk distribution as a public utility. Consideration 
is also given to the socio-political problem of whether the public 
will accept a different method of milk distribution and whether 
there can be effective regulation. The alternative of municipally 
operated distribution systems is also considered. The legal 
question of classing milk distribution as a public utility and the 
power of municipalities to operate distribution systems are dis- 
cussed. It is concluded, on the basis of careful cost analyses of 
each function in the processing and distribution of milk, that pos- 
sible savings are important and significant. 

As a critical ard careful study of one aspect of our dynamic 
economic systems, it indicates the problem of constant readjust- 
ment and the need for revised concepts toward specific economic 
activities. The material used in the study is thoroughly docu- 
mented and citations of other milk distribution studies are made. 
The index is complete. The material in the appendixes makes it 
possible to test the conclusions of the author. Altogether, the 
study represents a thorough and careful analysis and points to the 
solution of a vexing problem. 

It is clearly written and attention is devoted not only to the 
central problem of milk distribution but also to the supple- 
mentary problems which would arise if the enterprise were to 
be publicly regulated. This reviewer appraises it as a sound 
economic study and thus endorses it as a worthwhile contribution. 

University of Florida Roranp B. Eutster 


Taxation and Fiscal Policy. By Mable Newcomer. New York: 

Columbia University Press, 1940. Pp. x, 89. $1.25. 

This little book, which contains lectures delivered before the 
1940 summer session of Columbia University, is not a report on 
research, but is an attempt ‘‘to explain basic principles in non- 
technical terms and to place before the reader some of the more 
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urgent problems in this field." In a pleasant fashion and within 
brief compass the author has fully attained her goal for the book 
contains, in condensed form, a statement of most of the elements 
of a liberal course in Public Finance. 

Displaying a liberal but realistic philosophy, the author dis- 
cusses the rising: costs of government, our tax system, and tax 
justice. She pays her respects to popular literature on tax burdens 
and states a few conclusions indicated by the best recent research. 
She concludes that “‘the tax system fails to meet the standards of 
a sound system in two important respects for the lower income 
groups. Concealed taxes predominate, and the incidence of the 
total burden is regressive. . . . Ninety per cent of the population 
is probably subject to a regressive tax system."’ The growing 
problem of competition and cooperation between tax units re- 
ceives adequate treatment. 

The final chapter suggests that our personal income tax is not 
““‘neutral’’ but that it may have contributed to the boom of the 
twenties by affecting the capital structures of corporations and 
by encouraging public borrowing. The tax should be revised 
“so that realized capital gains, unrealized profits, and the interest 
on government securities will be taxed in the same manner as 
other income.’’ A final recommendation is that we make a start 
toward balancing our budget by imposing heavier taxes to pay 
for rearmament. 

Teachers could use more books like this one. 
Duke University B. U. Ratcurorp 


An Introduction to Monetary Theory. By Lester V. Chandler. New 

York: Harper & Bros., 1940. Pp. xi, 216. $1.50. 

Dr. Chandler’s Introduction to Monetary Theory is superior to the 
usual textbook in this subject from a topical point of view only. 
After correctly appraising the need for textbooks that, at the ex- 
pense of description, delve further into the theory of money, the 
author fails to provide a carefully argued book. He proposes 
to present the principal theories of the value of money and to 
“‘indicate briefly how and to what extent these theories can be 
reconciled and integrated’’ (p. x), but, such reconciliation as 
there is, is attained by reducing all theories to the status of trans- 
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actions theories. The author attempts throughout the book to 
hang the conclusions of modern theory upon two precarious pins: 
‘“hoarding,’’ and the quantity of money. 

Space permits detailed criticism only of Dr. Chandler's presenta- 
tion of the income and expenditure theories. The analysis begins 
with the assertion that income paid out and income produced are 
identical (pp. 123, 126, 127), and, adopting a definition of income 
as ‘‘the money value of production during that period,’’ the author 
proceeds to discuss the consequences of divergences in saving and 
investment. This surely is multiple confusion: not only are the 
two concepts of income not identical, but under the definition 
selected for use there can be no divergence of saving and invest- 
ment. 

The author continues, stating the conditions of equilibrium: 
“If investment does equal savings, the value of new finished con- 
sumption and investment goods sold—which is the same as enter- 
prisers’ receipts for finished output—will be $100, an amount 
equal to the income of the preceding period’’ (p. 130). This state- 
ment reveals the source of Dr. Chandler’s errors, and the manner 
in which, in his search for ‘‘reconciliation,’’ he has construed 
the Keynesian equilibrium into a transactions theory of the value 
ofmoney. The essence of Keynes’ equilibrium rests in the distinc- 
tion between the forces determining the prices of consumption 
goods and those acting upon investment goods. Dr. Chandler 
lumps them together, and to make an MV=PT relationship cover 
the situation, defines investment as “‘the money value of new 
finished investment goods sold’’ (p. 126, italics mine). Clearly, 
whether or not such goods are finished or sold does not affect their 
character as investment goods; these elements are added to the 
definition only to make possible a mechanical relationship be- 
tween transactions and expenditures. 

Further errors in the same chapter result from a misunderstand- 
ing of the source of business profits, an error that is inexcusable 
in a discussion of the Keynesian equations. Nowhere does Dr. 
Chandler show the relationship of saving and investment to 
profits, which might be said to be Mr. Keynes’ principal point 
in the Treatise. 

The discussion of the multiplier, however, is the most mislead- 
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ing part of the chapter. This concept hardly belongs to a dis- 
cussion based on the Treatise equations, but Dr. Chandler intro- 
duces the term and so defines it that its value is infinity (p. 143)! 
Here again the source of his error is a failure to understand any 
monetary relationship other than MV=PT. The concept the 
author develops, and attributes to Keynes, is not even remotely 
connected with the Keynesian multiplier. Dr. Chandler argues 
that income will remain constant so long as saving and invest- 
ment remain equal. Consequently, if in one period investment 
exceeds savings, and subsequently returns to equality with sav- 
ings, income will be increased in the first period, and remain at 
its higher level until again disturbed by a discrepancy of saving 
and investment. This illicit ‘‘multiplier’’ is apparently nothing 
but the truism that if the quantity of money is increased and the 
income velocity of money remains constant income will reach and 
retain a higher level. 

Finally, it should be remarked that a book devoted entirely to 
the theories of money should serve to introduce the student to 
the literature of the field, but Hawtrey, Hayek, Laughlin, Pigou, 
Cassel, Walker, and many others are not mentioned. Wicksell 
is referred to, but not in connection with the natural rate of 
interest. Indeed, that concept, together with many others 
(bullionism, long waves, capitalization, to mention a few) are 
likewise ignored. 

Atlanta, Ga. Ear Hicks 


Introduction to Investment Analysis. By Kenneth Field. New York: 

Ronald Press Co., 1940. Pp. xii, 340. $3.50. 

Professor Field’s approach conforms to the current pattern of 
investment texts in stressing the quantitative and analytical as- 
pects at the expense of the descriptive and historical. The purpose 
of the text is “‘to deal with the realities of actual investment 
situations.’’ In the opinion of the reviewer, the text possesses 
three attractive features. 

(1) Field has taken unusual pains to go beyond the mere em- 
pirical in his use of (quantitative) investment standards. His 
analysis is based upon a solid framework of theory and contains 
repeated warnings that rules of thumb per se are of questionable 
value. 
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(2) The organization is a strong one. The first six chapters 
deal with the more general theoretical and descriptive problems. 
This brief treatment is not sufficient to orient a student wholly 
unacquainted with accounting, economic theory and securities. 
On the other hand it serves to pull together many threads of in- 
formation gathered from a scattering of other courses without 
undue repetition, and gives the instructor an opportunity to relate 
the treatment of security values to (meoclassical) general value 
theory. The remaining eight chapters relate to the problem of 
analysis of securities classified first according to industry, and 
second, according to legal forms. 

(3) The teaching and study plan is a strong one. The student 
is asked to do a minimum of reading and a maximum of doing. 
He must go to the sources of information and apply the suggested 
analysis. This continuous process of analysis and comment 
should serve to develop judgment as well as facilitate the learn- 
ing of a technique. 

The book has its shortcomings. The bibliography is not par- 
ticularly selective and no attempt is made to guide the reading of 
the student. At places the author becomes somewhat cryptic 
and occasionally dogmatic. As might be expected, Field follows 
his primary interest and does far better work on utilities than he 
does on the remaining analytical chapters. 

University of Alabama Paut E. Atyga 


Investment Principles and Practice. By Leroy W. Grossman. New 
York: Longmans, Green & Co., 1939. Pp. x, 266. $1.00. 
This little book is one of Longmans’ ‘‘American Business 

Fundamentals’’ series. The purpose of this series is to offer a 

concise presentation of the facts and principles of each subject 

covered. As a consequence, this volume is extensive in the topics 
covered, yet any particular subject is treated in a most general 
manner. 

The subject matter is divided into four parts: I. The Investment 
Problem (one chapter). II. Investment Media (eight chapters). 
III. Investment Policy (four chapters). IV. Investment Pro- 
cedure (nine chapters). 

Investment Principles and Practice scarcely would be acceptable 
as a text in an investments course offered in a school of commerce 
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for commerce students, since it does not include any information 
not ordinarily covered in introductory courses in economics and 
accounting. On the other hand, it would be very useful as a text 
in a commerce service course given for non-commerce students. 
It is well written, makes a large number of generally accepted 
points and raises many fundamental questions. 

University of Alabama Paut E. AtyEa 


Whale Oil, An Economic Analysis. By Karl Brandt. Stanford 
University: Food Research Institute, 1940. Pp. xi,264. $3.00. 
This volume is the seventh in a series of Fats and Oils Studies 

published by the Food Research Institute of Stanford University 
and the author’s second contribution to this series. Those who 
had tried to work in the field of vegetable and animal fats and oils 
before this series began to appear in 1928 know the inestimable 
value of the contributions made by the Food Research Institute 
and its authors to a field of applied economics which is both 
baffling in its complexity and challenging in its dynamics. 

The fats and oils groups are characterized by an amazing versa- 
tility as regards both substitutability and adaptability. To an 
unusual degree all fats and oils tend to form a single market com- 
plex held together by commodity and process competition. Un- 
fortunately this tendency is frequently nullified by tariffs and 
other trade restrictions. 

In some respects whale oil plays only a minor part in this maze 
of market forces. Its significance, however, cannot be measured in 
tons and dollars of trade, but must be deduced from its close inter- 
dependence with all fats and oils whose behavior is affected to a 
greater or lesser degree by the position in the world market of 
whale oil. It also rests on the fact that whale oil, the cheapest 
of the fats and oils, is of major importance in selected markets, 
especially in Great Britain and Germany. In these markets 
whale oil has replaced to a large extent other fats, especially lard, 
formerly bought in the United States, and thus has affected the 
economic position of the corn belt. 

Not only is this study highly significant, but it is also exceed- 
ingly well done and decidedly interesting reading. It is well 
written, logically arranged, thoroughly documented, and ade- 
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quately provided with tables, diagrams, statistical appendices 
and a complete index. 

This study covers an unusually wide range of topics or phases. 
Beginning with the biology, ecology, and taxonomy of whales, 
the author leads his readers through centuries of whaling history, 
stressing the dynamic force of technological change and political 
upheavels no less than the inexorable working of *‘economic law.” 
This fascinating introduction leads to a thorough analysis of 
supply, demand, costs, and price, not only of whale oil but also 
of supplementary, complementary, and competitive commodities. 

The study is replete with concrete data and interesting accounts 
of conditions and situations which lend themselves unusually well 
to the purpose of illustrating discussions of general economic 
principles. This book, therefore, is highly recommended not 
only to those interested in the study of fats and oils but also to 
students and teachers of economics in general. 

University of North Carolina Erich W. ZIMMERMANN 


Price Research in the Steel and Petroleum Industries. Two Committee 
Reports. New York: National Bureau of Economic Research, 
1939. Pp. xiii, 170. $2.00. 

This volume contains reports of two of six committees survey- 
ing the price problems of American industries and trade for the 
Conference on Price Research, an autonomous organization com- 
posed of representatives of leading universities, the federal govern- 
ment, and research institutes including the National Bureau of 
Economic Research. This conference was set up to study costs, 
pricing, and related topics. The volume is the third of the series; 
the two volumes previously published dealt with bituminous coal 
and textiles respectively. Coming volumes will deal with auto- 
mobiles and with distributional costs and retail pricing. 

While each industry committee possesses a considerable degree 
of autonomy, the four reports published to date follow quite 
similar lines. After stating the objectives and delineating the 
scope of the report, a section is devoted to outlining price-affecting 
characteristics of the industry under review. There follow a 
survey and critical appraisal of available statistical data pertain- 
ing to the price structure of the industry. This in turn leads to 
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a discussion of the feasibility of research based on these data and 
of the methodological problems involved, and ends with sug- 
gestions of research programs. 

While those parts of the committee reports here reviewed which 
deal with the characteristics of the steel and petroleum industries 
contain valuable summarizations of facts and conditions, most of 
the contents is not informative but exploratory, pointing out how 
little has been done and how much remains yet to be done. These 
committee reports are seeds, not fruits; they offer programs, not 
performances; they bring hope, not fulfillment. 

The value of this volume, as that of the other volumes in the 
series, arises primarily from the assistance which is offered to 
those who wish to correlate their research in the field of price 
economics of specific industries with the totality of research being 
done and to be done throughout the nation. The task before the 
price economists working in these fields is so tremendous that only 
research organized on a wide scale can hope to achieve worth- 
while results; but unless this tremendous task can be performed, 
there appears little hope that economics will be lifted from the 
the stage of ‘‘alchemy.”’ 

University of North Carolina Erich W. ZIMMERMANN 


North America: Its People and the Resources, Development, and Prospects 
of the Continent as the Home of Man. Revised Edition. By J. 
Russell Smith and M. Ogden Phillips. New York: Harcourt, 
Brace & Co., 1940. Pp. xiii, 1008. $4.75. 

In the preface the authors point out the difference between the 
attitudes of the people of the ‘‘golden twenties’ and of to-day. 
We have to face the new epoch of a more intensive and sensible 
utilization of our resources. The questions are (1) what are the 
resources? and (2) how may we safeguard and develop them?. 
The book is an attempt to answer these questions in the light of 
conditions prevailing in 1940. 

Through almost tooo pages the authors discuss the American 
environment as a place of abode for men. They thoroughly 
describe the economic activities of men in the various types of 
landscape; showing the influence of the environment not only 
upon the economic adjustments of the people, but also upon their 
social problems and cultural life. 
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In this lengthy work the authors succeeded in giving satisfac- 
tory answers to their questions asked at the beginning. In their 
conclusions they find three imperatives: the first imperative, the 
necessity of conservation; the second, a slight increase in each 
generation of the average of hereditary intelligence and self con- 
trol; the third, a new task of the production of social righteousness 
and social reconstruction. 

A very interesting question is posed at the beginning of the 
regional discussion of the continent. ‘‘How shall we speak of 
Continent? The various parts of it differ from one another so 
greatly that there is almost nothing that can be said about the 
continent as a whole.’ Granted the diversity, but does not the 
inter-relationship of the various parts tie the diverse regions into 
a continental unit? How can the authors maintain such an 
attitude when they discuss regions in which there are great 
differences? How can they then speak about the regions as 4 
whole? In the excellent first chapter they successfully dramatize 
the American Spirit, and in the last chapter their conclusions 
are drawn for the continent. Thus, there is at least in the human 
element something common over all the continent! 

In the field of geography the work is a distinct contribution 
to the new humanized interpretation of science. The style of 
the book is delightful. The anecdotes, newspaper reports and 
poems make it very entertaining. The dramatic first and the 
thought-provoking final chapters should be read by everyone. 
The rest of the book should hold the interest of geographers 
mainly because of its unorthodox but, nevertheless, effective 
popular method of presentation. 

University of Florida SIGIsMOND DER. DigeTTRicH 


The South In Progress. By Katharine DuPre Lumpkin. New 
York: International Publishers, 1940. Pp. viii, 256. $2.50. 
Books by southerners analyzing the South multiply. One of 

the striking facts brought out quite incidentally by The South 

in Progress is the large number of studies, by individuals and groups, 
to which the author can turn for material on both specific and 
general problems of the region. To this she has added much 
original material to make a forceful presentation of some of the 
South's greatest ills. 
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The book begins disarmingly enough by listing the resources 
of the South and outlining the growth of its industries—a picture 
almost as rosy as one by a southern chamber of commerce. But it 
soon turns to portraying the bad phases with a frankness they 
would not permit themselves, and the injustices with a feeling 
they would not share: absentee ownership or control of industry 
and finance, the share-cropping system with its exploitation and 
poverty, race discrimination, the violation of civil rights, the 
difficulties put in the way of labor organization, political dema- 
goguery. All this is not happy reading for southerners, for Dr. 
Lumpkin is able to marshall too many specific, unpleasant in- 
stances of the evils. But uncomfortable though it is, it is reading 
more southerners should do. The picture is not a South in prog- 
ress, but one in chaos or worse. There are some things which an 
enlightened public opinion can do to change it. 

The progress referred to in the title has been under the New Deal. 
The federal laws affecting agriculture, wages and hours, the right 
to organize, social security, relief, while good for the whole 
country, have, in the author’s opinion, been particularly beneficial 
to the South because of the greater need for them in this region. 
These chapters are somewhat less satisfactory than the others. 
The treatment of the vast federal program is so brief as to be 
inadequate. It is too uncritical: the only fault mentioned is that 
the New Deal has not gone far enough and has suffered a few 
retrogressions. In the concluding chapter Dr. Lumpkin exhibits 
some hope and faith in progressive groups and movements within 
the South itself. 

This is a crusader’s book, earnest, even passionate, about the 
wrongs of the weak, the underdog. If it contains some special 
pleading and a little preaching, it also contains many acknowledg- 
ments that the South is not alone in possessing these evils, many 
evidences of an understanding as to why they developed and 
have continued here. 

University of North Carolina Harriet L. Herrinc 


Middlemen in the Domestic Trade of the United States 1800-1860. By 
Fred Mitchell Jones. Urbana: University of Illinois Press, 
1937. Pp. 81. $1.00. 
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The Pioneer Merchant in Mid America. By Lewis E. Atherton. 
Columbia: University of Missouri Studies, April 1, 1939. Vol. 
XIV, No. 2. Pp. 135. $1.25. 

As indicated by their titles, these two books are closely related 
in subject matter. Both cover about the same period of time. 
The title of the second may be misleading to some since it not only 
describes the activities of retailers and peddlers, but contains an 
account of early wholesalers, both in eastern and western towns. 

Middlemen in the Domestic Trade of the United States, 1800-1860 is 
essentially a descriptive, rather than a critical, account of the chief 
classes of middlemen operating in the United States during the 
period studied. It discusses the methods employed by whole- 
salers, factors, brokers, auctions, and retailers at the beginning of 
the period; and it traces significant changes that occurred in their 
methods of operation as they attempted to adapt themselves to 
changing economic conditions. Changes in the source of supply, 
changes in the markets, and improvements in transportation and 
communication facilities caused certain types of middlemen to 
decline in importance. 

At the opening of the nineteenth century the usual trade channel 
for foreign textiles was ‘‘importer-jobber-retailer-consumer.”’ 
The dry goods jobbers broke bales and packages and made up 
assortments desired by retailers, and they occupied an important 
position. In Chapter 2 the author traces the forces which brought 
about a decline in their importance. First, the auction cut into 
their business; then as the American textile industry became 
established, selling agents took over the functions which they 
once performed. In a similar way the development of domestic 
manufacturing in other lines weakened the position of the jobbers 
who had dealt mainly with importers. 

The development of wholesale markets in interior cities, such 
as Cincinnati, St. Louis, Chicago, and Louisville, encouraged 
retailers to buy in these cities rather than in the seaboard markets. 
Competition became keen as transportation methods improved 
and this led to the development of the traveling salesman. Credit 
extension became important and gave rise to the mercantile agency. 

Chapter 3 on ‘‘Factors and Brokers’’ is chiefly concerned with 
the effect that improvements in transportation systems had on 
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the business of commission merchants. Many firms in the late 
thirties, especially in grocery lines, were both wholesalers and 
commission merchants. The early factors performed an important 
financing function. The various functions performed by the 
early merchandise brokers and selling agents are discussed in 
detail. 

Chapter 4 deals with auciions. The discussion of the anti- 
auction movement is particularly interesting. Henry Niles, 
editor of Niles’ Weekly Register, wrote in 1827: “‘A greater evil 
to the regular resident merchants and manufacturers of New York 
than the auction system, does not exist under the sun.’ The 
latter part of the chapter deals with early state and federal laws 
relating to auctions. 

Chapters 5 and 6 give a descriptive account of several early 
forms of retail enterprises. Among them are: the general store, 
the specialty store, the chain store, the department store, public 
markets, and peddlers. 

The final chapter, of four and a half pages, entitled “‘Summary 
and Conclusions,’’ is the best written chapter in the book. In 
general, the other chapters appear to be poorly organized. As 
mentioned at the beginning, this study is a descriptive and non- 
critical account of middlemen. It shows evidence of the careful 
reading of a large amount of the early literature on the subject. 
Little attempt apparently has been made to evaluate the different 
sources. The Appendix contains a five-page bibliography which 
is conveniently classified under 13 headings. 

While no exact statement is given, it would appear that the 
period covered in the second study, The Pioneer Merchant in Mid 
America, is also from about 1800 (or 1820) to around 1860. It 
gives a descriptive account of marketing in what is now Iowa, 
Illinois, and Missouri, from the arrival of white settlers in suf- 
ficient numbers to support local stores to the time when railroads 
began to change the retailing and wholesaling situation. 

In the early days the general merchant performed a large number 
of functions. He did his own transporting, his own wholesaling, 
his own banking, sometimes his own manufacturing. {le cared 
for the funds of farmers who were afraid to keep their money at 
home. He dealt in agricultural commodities as farmers exchanged 
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their crops for groceries and dry goods. Furs, meat, wheat, 
beeswax, flax, hemp, honey, whiskey, ginseng—anything of 
value—could be exchanged at the neighborhood store for goods 
in the days when farm people lacked ready cash. Many mer- 
chants engaged in farming or manufacturing on the side. For 
example, the Lamme family of merchants, which operated stores 
in four towns in Missouri, manufactured tobacco and operated a 
steam flour mill. The early merchants usually took an active 
interest in politics and community life. The author states that 
for regular customers ‘‘merchants often kept a barrel of whiskey 
in the back room, with a tin cup tied at the side to provide every 
convenience.”” 

The rise of the peddler is discussed in Chapter2. Many of them 
opened stores as the settlements grew in size. An interesting 
account is given of the physical plant of the frontier store, the 
lines of merchandise carried, and the methods of store operation. 
Higgling over prices was common and apparently was enjoyed 
both by salesmen and customers. ‘‘In addition to the confirmed 
loafers, who were the biggest problem, the merchant received 
long visits from his regular customers. A trip to town was often 
an all-day affair, no matter how close to the store one lived.”’ 

Chapter 3 gives a much more complete picture of the early whole- 
sale markets, both in the East and in the West, than that given in 
Middlemen in the Domestic Trade of the United States, 1800-1860. 
The discussion of the relation between eastern and western whole- 
sale markets is particularly good. In 1820, Baltimore and Phila- 
delphia had the larger part of the wholesale business of retailers 
in mid-America, but by 1840 much of the trade of northern Illinois 
had shifted to New York City. The opening of the Erie Canal 
provided a cheap all-water route to northern Illinois via the Great 
Lakes. Wholesale centers developed in mid-America at St. Louis 
and Chicago. Chicago’s competition with St. Louis for leader- 
ship became keen in the fifties when railroad connections were 
established with eastern cities. The appearance of the railroad 
revolutionized the technique of wholesaling and ended the pioneer 
period of merchandising. 

The final chapter, ‘Business Organization and Methods,”’ is 
concerned with types of mercantile organization (various types of 
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partnerships of course predominated), bills, exchange, and cur- 
rency, credits and accounts, and early advertising. An enlighten- 
ing account is given of the western merchant’s important part 
in the produce trade. 

This is a more interesting and readable account ofearly marketing 
than that given by Dr. Jones. The examples and quotations have 
been carefully selected, and the reader gets a clear picture of the 
pioneer middleman and his place in the marketing structure. The 
author's selection of material indicates that he possesses a sense 
of humor. The arrangement of the book is good and it shows 
evidence of the use of a carefully prepared outline. A nine-page 
bibliography adds to the value of this study. It is classified under 
the following headings: mercantile records; reminiscences, notes 
of travelers, and gazetteers; newspapers; published government 
documents; and studies. 

University of North Carolina Matcotm D. Taytor 


Organizing and Financing Modern Business. By Calvin Crumbaker. 

New York: John Wiley & Sons, 1939. Pp. x, 644. $3.75. 

In the past the typical corporation finance text approached the 
discussion of corporations from the historical or life-history point 
of view. Lough typified this approach with a discussion of the 
bringing of a corporation into legal existence, its promotion, a 
wide economic discussion of stocks and bonds, such policies as 
those pertaining to surplus, working capital and dividends, re- 
organization, bankruptcy and dissolution—in short, from birth 
to death. Many more modern authors have scarcely departed 
from this approach. In recent years another approach has been 
typified by Haney, Tippetts and Livermore, Cross, Owens, and 
Donaldson. These have expanded the literature on the legal exist- 
ence and characteristics of all types of business organization from 
the individual proprietorship to the most complex business com- 
bination. 

Crumbaker has made no attempt to follow either of these tend- 
encies, but has combined the treatment of both into one text of 
644 pages. Those institutions which seek a single text to suffice 
for their entire study of corporate relations will find the book 
admirably adapted. However, those colleges and universities 
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which have a sequence of law, business organization, financial 
management, and investments, will scarcely find it practical for 
more than supplementary reading. 

The text is well written. Definitions of terms and points of 
view are concise and well placed throughout the book. The 
author has successfully elucidated some terms and concepts which 
have confused undergraduate students in their study of many other 
texts. Something, for instance, has been added to the students’ 
understanding of the concept, ‘‘trading on equity.’ The book 
has been made especially attractive because it has a modern prac- 
tical approach as well as the legal. Chapter XII on the ‘‘Powers 
and Duties of Management in the New Era”’ is both timely and 
well conceived. The latter part of the text on receivership, 
reorganization, and bankruptcy, is a successful attempt to make 
these technical subjects readable by the undergraduate student. 
Especially useful is the comparison of the old law of bankruptcy 
and 77 B. 

It would appear that an adequate discussion of all partnerships 
could hardly be made in the brief space of 11 pages. Also, the 
subject of promotion has been overemphasized, several chapters 
being devoted directly or indirectly to it. Three chapters have 
been given to an elemental discussion of the balance sheet, profit- 
and-loss statement, and surplus, which could well be omitted. 
In Chapter XLI on ‘‘Profits, Taxes, and Expansion Programs,”’ 
an attempt has been made to connect these subjects with organiza- 
tion, but the result seems to be a theoretical economic discussion 
of many subjects of current nature, interesting but irrelevant. 
Chapter XXVI on “‘Organizing and Financing Non-Security and 
Intermediate-Type Organizations’’ is unique. However, the 
chapter seems to be an apology for not having discussed this 
subject in or near the chapters on proprietorships and partnerships. 

In spite of the relatively insignificant shortcomings of the book, 
one has a distinct feeling that the author has done a new and fresh 
job in an interesting and appealing manner. 

The Citadel M. S. Lewis 


Business Policies and Management. By William H. Newman. 
Cincinnati: South-Western Publishing Co., 1940. Pp. ix, 644. 
$4.00. 
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Divided into four parts, Policies, Organization, Facilities, and 
Techniques, this book largely serves to show the student the parts 
played by the various forces in business, especially that highly 
mysterious element—policy. Based upon material gathered by 
the late James O. McKinsey, a leading management consultant, 
the book not only fills a need, but is a pioneer in its field. Of 
course there are many teachers of business subjects, and deans as 
well, who differ as to the place where a comprehensive course in 
management should be in the curriculum, whether graduate, 
senior, junior, sophomore, or freshman; but the reviewer leans 
toward placing the course early in the commerce student's career 
so that the course may serve as a framework for the advanced 
courses. This text is suitable for early use—it answers the ques- 
tion, ‘‘Why can’t there be a book suitable for a first course in 
business, just as there are books for first courses in economics, 
philosophy, etc.2’" With each chapter supplemented with ques- 
tions and problems, the book furnishes ample material for either 
a three or four semester-hour course; and this without encroaching 
upon the provinces of such specialized fields as marketing, finance, 
accounting, business law, personnel, and others. For those in- 
stitutions desiring a text for a senior course in business policy, the 
book would be an excellent choice. 

What might be called the historical approach is not used, for 
there is little reference by name to either companies or individuals. 
There is little on the psychological techniques employed by ex- 
ecutives in their personal contacts. All such omissions make it 
possible for the instructor to fill in with his own store of 
information. 

Louisiana State University Kart D. Reyer 


Effective English in Business. By Robert Ray Aurner. Cincinnati: 

South-Western Publishing Co., 1940. Pp. xv, 848. $3.75. 

The new 1940 edition of this work is certainly one of the most 
comprehensive books upon the subject, if, indeed, it is not the 
most comprehensive. Many texts in the field follow an all too 
familiar pattern: a chapter's review of English composition; an 
introduction into the point of view of the business letter; a brief 
discussion of the physical dress of the letter; the several types of 
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business letters; and, finally, perhaps, a short treatise upon the 
business report. The author gives attention to this routine, yes, 
but only after he offers the student a full opportunity to acquire 
skill in the use of English and knowledge in practical business 
procedure. 

More attention than usual is given to consumer behavior, par- 
ticularly in relation to reactions by stimuli. Problem material 
is more than adequate. The book has an excellent reference 
section. 

For college classes in business correspondence, the text could 
probably be used to better advantage in a course that runs the 
school year. It is doubtful that the material could be covered 
thoroughly in one semester. Advanced classes in correspondence 
could use it profitably. Any student who masters the content 
of this book should be able to write well in the field of the business 
letter, and in fields related as well. 


University of Alabama L. J. Nations 











STATE NEWS 
ALABAMA 


During the third quarter of 1940, industrial activity in Alabama 
has been at the highest levels ever recorded by the industrial ac- 
tivity index prepared by the Bureau of Business Research of the 
University of Alabama. This index, which makes allowance for 
trend and seasonal variation averaged 126.6 of normal during the 
quarter. The cyclical position in the month of August was the 
highest since March, 1927, due largely to an unseasonal increase 
in cotton consumption by Alabama textile mills. During the 
quarter, the Standard Statistics index for the United States rose 
ten points to the highest level since February, 1930. 

The largest gains in physical volume over the third quarter of 
1939 were recorded by steel ingot production, pig iron production 
and electric energy consumption. These three lines also estab- 
lished new all time records for production in the state. Increases 
Over 1939 were sizeable for other lines of industrial production, 
ranging from a to per cent gain for bituminous coal, to almost 19 
per cent for coke. It is apparent that the heavy industries engaged 
in the production of materials for national defense have already 
felt the impetus of that program in the state. 

Building construction, as indicated by the F. W. Dodge Corpora- 
tion figures for the value of contracts awarded, and cement con- 
sumption were the highest of any quarter since 1929. Employ- 
ment and pay rolls of reporting firms increased steadily throughout 
the quarter. Compared with the third quarter of 1939, employ- 
ment was between 8 and 9g per cent greater and pay rolls were 15 
to 19 per cent larger. 

Sales activity suffered the usual seasonal declines in July, but 
showed strong recovery in August which was extended in Septem- 
ber only in the case of department store sales in Birmingham. 
Compared with 1939, sales were consistently higher, the largest 
gain of 16 per cent being reported by the new car sales. 
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It may also be said that Alabama is sharing in the general ex- 
pansion of plant capacity which is accompanying the increased 
activity in business and the preparation to fill the contracts which 
are being placed by the National Defense Commission. A number 
of new plants and plant additions have been announced. Perhaps 
the announcement which has attracted most attention has been 
that of a new aluminum plant to be built in the Muscle Shoals 
district. 

Another development in activity which has been attracting a 
considerable amount of attention in Alabama has been the pros- 
pecting for oil. A very considerable amount of land in western 
and southern Alabama is under lease, and a number of test wells 
are being drilled. Prospecting for oil in Alabama is nothing new, 
and previous attempts have never yielded oil in commercial quanti- 
ties. The present prospecting, however, seems to be on a much 
larger scale than has ever been attempted. The test wells are 
being sunk to much greater depths. Announcements which have 
been made indicate plans for some of the wells to be drilled to 
depths of at least 8000 feet. 

University of Alabama H. H. Carman 


FLORIDA 


The annual report of the State Comptroller for the fiscal year 
ending June 30, 1940, contains a preliminary survey of the opera- 
tion of the so-called Murphy Act. This act, which was in effect 
for the two-year period, June 9, 1937, to June 9, 1939 provided 
for the sale of delinquent tax certificates on real property to the 
highest bidder for cash, regardless of the amount of the taxes. 
Under the act, a delinquent taxpayer could buy up the tax cer- 
tificates on his property for a fraction of the amount owed and 
thereby settle his taxes. The State Comptroller reported that 
under this law some $38,345,700 of delinquent taxes were settled 
for a total outlay of $3,401,832. Of this latter amount, taxing 
units including the state received $642,318, while the bulk of 
the payments, or $2,759,514, was used to cover the expenses of 
conducting sales. Of the governmental units collecting taxes 
under the operation of this law, the state received $48,420 in settle- 
ment of $3,268,888 of taxes; counties, $282,148 for $19,998,876; 
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road districts, $42,947 for $3,365,777; and school districts, $212,852 
for $14,488,000; with the balance going to other miscellaneous 
taxing districts. The items of expense paid out of the proceeds 
of the sale of the tax certificates were fees to circuit court clerks 
which amounted to $1,761,100, legal advertising of $579,500, 
tax collectors’ commissions of $346,700, and tax assessors’ com- 
missions of $72,200. 

Under this act, at its expiration on June 9, 1939, all real property 
with delinquent taxes outstanding automatically passed to the 
state. Exact figures covering the amount of delinquent taxes 
on lands obtained by the state under the act have not been made 
available but estimates have ranged as high as $75,000,000. This 
property is currently being sold by the State Internal Improvement 
Board. The use to which the funds thus obtained will be put will, 
presumably, be determined by the 1941 legislature, as neither the 
1937 nor 1939 legislatures made any disposition of these funds. 

In the November election, the voters of the state approved an 
amendment to the state constitution prohibiting the levying of 
‘ad valorem taxes upon real or personal property, except intangible 
property ... for any State purpose whatsoever.’” This amend- 
ment became effective January 1, 1941, and will eliminate approxi- 
mately $1,250,000 collected annually by the state and allocated to 
public schools, free schoolbooks, public health work, Confederate 
pensions, prisons, and cattle tick eradication. The operation 
of the Homestead Exemption Amendment, in effect since 1935, 
had already reduced the volume of property taxes collected by 
the state to a very low level. 

Another amendment approved at the same time gives to the 
legislature power ‘‘to allocate and distribute to the several counties 
of the State in equa! amounts. . . excise taxes . . . collected by 
the State of Florida from the operation of pari-mutuel pools.”’ 
The excise taxes heretofore collected by the state on pari-mutuel 
betting had been divided equally among the counties, some $12- 
000,000 having been so distributed since 1931, but there was no 
constitutional basis for making such a distribution. 

The 1940 federal census revealed a percentage population gain 
for Florida greater than that of any state in the Union. During 
the decade, 1930-1940, Florida’s population increased by 27.9 per 
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cent as compared with 7.0 per cent for the United States. The 
1940 population as reported was 1,878,000, some 410,000 over the 
1930 level. 

Activity on defense projects within the state continues at a 
high level. To the major defense projects mentioned in the last 
issue of this journal should be added Camp Blanding, near Starke, 
on which the government is spending some $10,000,000. 

The Fifth Annual Meeting of the Florida Academy of Sciences 
was held at St. Petersburg Junior College on November 22 and 23, 
1940. Among the papers presented to the Social Sciences Section 
of the Academy were the following: ‘‘Florida’s Tax Problem”’ 
by Professor George P. Hoffman of Florida Southern College; 
“Citrus Marketing Trends’’ by Professor Frederick K. Hardy of 
Florida Southern College; ‘‘Loss Leaders as Weapons of Monopo- 
listic Competition’’ by Professor Reinhold P. Wolff of the Uni- 
versity of Miami; ‘Population Changes and Social-Economic 
Adjustments in Florida, 1880-1940°' by Professor John M. 
Maclachlan of the University of Florida; ‘‘Economic Aspects of 
the Burke-Wadsworth Conscription Bill’’ by Professor Robert B. 
Downes of the University of Miami; ‘Sugar Policy in the Ever- 
glades’’ by Professor W. Porter McLendon of the University of 
Tampa; ‘‘Early Railroad and Banking Projects in Florida’’ by 
Professor J. G. Eldridge of the University of Florida; ‘‘Should 
Banks Be Permitted to Fail?’ by Professor F. W. Tuttle of the 
University of Florida; and ‘‘Hemisphere Defense and Inter-Ameri- 
can Cooperation’’ by Professor Sigismond deR. Diettrich of the 
University of Florida. 

University of Florida J. B. McFerrin 


GEORGIA 


Despite the activities of an organization of Willkie Democrats, 
Georgia in the recent election cast 85 per cent of the total vote for 
Roosevelt and Wallace. The Democratic party nominee for 
governor, Eugene T. Talmadge, was elected without opposition. 
Mr. Talmadge is the only man, except Jos. E. Brown, the Civil 
War governor, who has been elected for more than two terms. 
During the campaign he took his stand for economy in government 
and for cooperation with the national government; and also an- 











442 STATE NEWS 


nounced that he would not interfere with the social legislation 
of the present administration. 

The Auditor of Georgia issued as of June 30th last a statement 
of budget operations for the fiscal year ending on that day. The 
report showed that, as usual, Georgia’s revenue failed to meet 
the appropriations for the year. The amount of the deficit was 
$2,263,000; and in addition the General Assembly has recognized 
the validity of a $4,000,000 obligation due to the Department of 
Education for the operation of schools during the year 1938-39, 
the year when the new state-guaranteed seven months school law 
became effective. The Auditor officially stated that $7,500,000 
of new revenue must be found, if the schools are to operate seven 
months, old age pensions provided for those eligible, and the 
institutions to operate on a “‘full basis.’ Just what “‘full basis”’ 
means is not Clear. 

Georgia’s perennial difficulty with her finances is due, not so 
much to the failure of the state to collect in taxes a sufficient 
amount to support the services in a fairly decent manner, as to 
the practice of devoting 40 per cent of the total revenue to highway 
construction. If one leaves out of the picture educational costs, 
Georgia spent for highways last year $5,000,000 more than for 
all other purposes combined. 

Your correspondent has recently made a study of the position 
that taxation of motor transportation holds in state financing. 
In brief, his study showed that in the year 1939 the gasoline tax 
and the motor vehicle licenses produced $1,184,000,000, or about 
40 per cent of total state revenue. No other tax yields even half 
so much. Next in importance are all other sales taxes combined, 
which yielded $440,000,000, and the income tax, which yielded 
$352,000,000. The income tax yielded less than a third as much 
as the automotive taxes. 

This gigantic sum of money is devoted almost exclusively to 
highway building. Only ten states divert any part of this type 
of revenue to other uses. Curiously enough the states which so 
divert revenues received from the automotive interest are, for the 
most part, the richest states, such as New York, Pennsylvania, 
Ohio, Illinois, New Jersey and Texas. Nearly all of the very poor 
states use all of this revenue for road construction. The poorer 
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the state the larger the proportion of gasoline taxes to all taxes, 
and the more pronounced the tendency to overemphasize highway 
building. 

This study indicated that nearly all of the states have become 
primarily highway construction enterprises to the neglect of other 
more vital interests. State expenditures for roads exceeded in 
1937 (the last year for which figures are available) the expenditures 
for education by $180,000,000. The states in that year spent 3.5 
per cent as much for health as they did for highways. 

University of Georgia R. P. Brooxs 


LOUISIANA 


At the general election on November 5, 1940, there were sub- 
mitted to the electorate of Louisiana 28 amendments to the state 
constitution. Most of the proposed amendments passed. Several 
of them were defeated. The one proposing an additional income 
tax failed to pass. 

The fact that the income tax proposal failed is significant for 
the following reason. The last legislature abolished the sales 
tax. The repeal is to be effective after January 1, 1941. The 
funds derived from the sales tax is being spent by the Social Wel- 
fare Department. A one cent gasoline tax was dedicated to the 
same department. The legislature passed an act removing its 
proceeds from the Social Welfare Department to another depart- 
ment. It was anticipated that the funds derived from the income 
tax proposal would go to the Social Welfare Department thereby 
replenishing the losses caused by the repeal of the sales tax and 
the transfer of the funds derived from the one cent gasoline tax. 

The state administration is now faced with the problem of 
securing funds for the Social Welfare Department. No definite 
plan of securing the funds has yet been announced. Some of the 
newspapers have carried notices of two proposals: a special 
session of the legislature to reenact a sales tax and the borrowing 
of $10,000,000 which would supply the Social Welfare Department 
until the regular session of 1942. So far as the public knows, the 
administration has not yet spoken. 

Louisiana State University S. A. CaLpwELL 
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MISSISSIPPI 


Although the governor of Mississippi declared some four years 
ago that “‘Mississippi has no tenant problem,’’ the fact that the 
state does have such a problem is well known. The problem of 
farm tenancy is rapidly presenting itself as one of the state’s most 
serious problems. Although the 1940 census figures are not yet 
available, the figures that are available probably represent the 
situation with sufficient accuracy for a general appreciation of its 
extent and character. 

In 1930, 47 per cent of Mississippi's entire population was tenant. 
With respect to whites alone, the number increased from 128,273, 
or 20 per cent of the total white population of the siate in 1900 to 
277,500, or 27.8 per cent of the total number of whites in 1930. 
In four of the counties of the state, over 80 per cent of the entire 
population are tenant—and in one of these the ratio is 90.1 per cent. 

To convey some understanding of the internal distribution of 
tenancy, there are eight counties in the state, over go per cent of 
whose farms are operated by tenants. All of these counties are 
located within the alluvial plain of the Mississippi Delta. One 
of these counties has a farm tenancy ratio of 94.7 per cent, the 
highest in the state. The smallest tenancy ratio is found in 
counties in the Gulf Coast section. Four of these counties have 
less than 25 per cent farm tenancy, one of which has only 10.3 
per cent. 

With respect to the trends in the number of farms under tenant 
cultivation, the figures showed a constant increase from 44,558, 
or 43.8 per cent of the total number of farms in the state in 1880 
tO 225,617, or 72.2 per cent of the total number in 1930. This 
figure represented the highest percentage in the United States— 
the nearest rival being Georgia with 68.2 per cent. It is of in- 
terest to note, however, that between 1930 and 1935 the number of 
tenant farms decreased from 225,617 to 217,564. This latter 
figure represented 69.8 per cent of the total number of farms under 
cultivation in 1935, as opposed to the 72.2 per cent in 1930. As 
an indication that this improvement in tenancy conditions is more 
than absolute, this decrease of 8,253 tenant farms is to be taken in 
contrast to a decrease in the total number of farms, 312,663 in 
1930 to 311,683 in 1935—a difference of only 980. It is also im- 
portant to note that this relative decrease took place during the 














STATE NEWS 445 


extreme depression years. The relative importance of different 
factors in this improvement, despite depression conditions, is a 
problem that invites close analysis. 

In this connection, the relative changes in tenancy status with 
respect to color are significant. They are indicated in the follow- 
ing tabulation: 


Per Cont of Tenant Farms 
1900 1930 1935 
WR igo sh.s5secdecdawes Ceueeesaw rane teen 21.9 29.0 32.1 
SINGS os av oo sire coe sn con baceaieny shes Geue eee 78.1 71.0 67.9 


As between races, this table indicates that the tenancy problem 
among white farmers is becoming more acute all the time, not- 
withstanding the fact that among the negroes it is in a constant 
state of improvement. Furthermore, not only is this improvement 
among negro tenants sufficient to offset the worsened conditions 
of the whites, but enough to account for, when the percentages 
of the races are weighted according to their respective numbers, 
an appreciable net improvement for both races as a whole. The 
causes and remedies for this very amazing situation present a 
problem for most careful study. 

A final phase of this important problem is with respect to the 
length of tenure—and here again, the most recent statistics are 
those of the 1930 census. In that year 25.9 per cent of all farms 
in Mississippi had been occupied by the same operators for one 
year or less. Of all tenant farms in the state, 33.5 per cent were 
occupied by tenants whose residence was one year or less. Eighty 
per cent of all tenant farms in the state, which constitutes approxi- 
mately 66 per cent of all farms, were occupied by tenants who had 
been on the farm for less than five years. Of the owner-occupied 
farms in the state, 38.9 per cent had been occupied by the same 
owner for 15 years or more, while only .4 per cent of the tenant 
operated farms had been occupied by the same tenant for the same 
length of time. 

The economic problems growing out of farm tenancy are too 
well known to consume space here. But whatever they are, they 
are undoubtedly presented in Mississippi in their most intensified 
forms. Widespread interest is being shown in the problem, but 
as yet any efforts toward improvement are still in the groping 
stages. 

University of Mississippi Roscozk ARANT 
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NORTH CAROLINA 


Preliminary figures for the 1940 census show that on April 1, 
1940, North Carolina had a population of 3,563,174. In the 
South, only Texas had a larger population. In the national scale, 
North Carolina moved up from twelfth position which it occupied 
in 1930, to eleventh, displacing Indiana. The increase between 
1930 and 1940 was 392,893, of 12.4 per cent, compared with the 
national figure of 6.9 per cent. In the 1920-1930 period the state 
had an increase of 23.9 per cent compared with 16.1 per cent for 
the nation. In the rate of increase from 1930 to 1940 North 
Carolina was second only to Florida in the South and eighth in the 
nation; in the 1920-1930 period the state was third in the South 
and seventh in the nation. In the last decade the South Atlantic 
states showed an increase of 12.5 per cent, including increases of 
36.2 per cent in the District of Columbia and 28.6 per cent in 
Florida. 

Within the state there was a sharp change in the pattern of 
growth between the 1920-1930 period and the 1930-1940 decade. 
In the earlier period the counties which showed the greatest 
rate of growth were those which contained the larger cities of the 
state and nearly all of them were in the piedmont, industrial 
region. But the counties which showed the greatest rate of in- 
crease between 1930 and 1940 were about evenly divided between 
the piedmont region and the mountain region, with an occasional 
eastern county appearing. Not one of the thirteen counties with 
the greatest rate of increase contained a city of as much as 20,000 
population. Nine counties, six of them in the northeastern coastal 
region, showed declines in population. 

With the cities above 10,000 the story was much the same. The 
five largest cities in 1930—those with a population of over 50,000— 
were all among the 12 cities showing the greatest rate of growth 
between 1920 and 1930. Their rates of increase varied from 55.5 
per cent for Winston-Salem to 169.7 per cent for Greensboro. 
Those same five cities were the largest in 1940, but none of them 
appeared among the 12 cities showing the greatest rate of growth 
in the period 1930-1940. Their percentage increases varied from 
2.1 for Asheville to 21.4 for Charlotte. The ten cities which had 
the greatest rate of growth were all cities which, in 1940, had a 
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population of less than 20,000. Charlotte, however, had by far 
the largest absolute increase of any city in the state and broke the 
100,000 mark;—the first city in either Carolina to reach that 
figure. 


Tax figures for 1939 show that the total assessed value of prop- 
erty in the state was $2,337,223,566. The county figures range 
from a high of $170,942,414 for Guilford to a low of $1,596,647 for 
Clay. The per capita figures range from $1,520 for Durham to 
$156 for Ashe, with a state average of $656. All of the above 
figures include only real estate and tangible personal property, 
since returns for intangible property are made direct to the state. 

In view of the fact that the state has assumed so many of the 
functions formerly performed by the counties it is interesting to 
note the county tax rates. These vary from a low of 55 cents to a 
high of $2 per $100 of assessed value, with a general tendency for 
the rates to increase as the per capita assessed values decline. 
In general, more than half of the rates are required to service 
county and district debts. 

The North Carolina State Planning Board, in cooperation with 
the WPA and with certain cities and counties, has conducted real 
property surveys and low-income housing surveys in 14 cities of 
the state. Reports covering six cities have been issued and others 
are in preparation. These reports include brief notes on the 
economic and historical backgrounds of the cities and compre- 
hensive descriptions of land-use and housing conditions. Atten- 
tion is directed primarily to residential housing, with reports on 
the number of dwelling units, their age, condition, rental values, 
occupancy, ownership, mortgage encumbrances, distribution 
between the races, sanitary equipment, and values. 

The Planning Board has had difficulty in securing funds for the 
publication of some of the reports and only a limited number of 
copies are available. In some instances publication of the reports 
has been opposed by real estate boards, chambers of commerce and 
other local bodies. The board plans to publish a summary or 
statewide report summarizing the more important characteristics 
of the individual reports and a special report on Negro Housing, 
the latter to be financed by funds raised among the Negroes. 
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The Bureau of the Census reports that when the decennial census 
was taken in April, 1940, only 30,695, or 3.8 per cent, of the 
817,141 dwelling units in the state were vacant. Among cities of 
Over 10,000, the percentage of vacancies ranged from 0.4 in 
Gastonia to 5.01 in Winston-Salem. 

Duke University B. U. RatcHrorp 


SOUTH CAROLINA 


South Carolina’s fiscal problems once again have been brought 
sharply into the forefront as a result of a recent decision of the 
state Supreme Court denying the General Assembly the right to 
use receipts from gasoline taxes for general state purposes under 
the terms of an act passed at the 1940 session. The invalidated 
act would have earmarked highway funds to meet a state deficit 
of nearly $2,000,000 which resulted from the invalidation of a 
somewhat similar act applicable to the previous fiscal year. The 
court held that the 1940 act differed from the previous one ‘‘only 
in the manner in which the appropriation is phrased."’ Under 
each act, it held that the “‘stated purpose and the sole effect . . . is 
to divert part of the proceeds to the state deficit and payment of 
state expenses.” 

Expressing interest in and concern over the state’s problems the 
court said that the one insurmountable obstacle which it could 
not Overcome was the constitutional provision requiring the 
General Assembly to levy annual taxes ‘‘sufficient to defray the 
estimated expenses of the state’’ and “‘sufficient with other sources 
of income to pay the deficiency of the preceding year.’’ Since 
the gasoline tax was levied in 1929 the court contended that it 
could not have been levied for the purpose of paying a deficiency 
incurred in 1939. 

The court did not rule upon the question of ‘‘impairment of 
highway obligations’’ which question may yet have to be re- 
solved. In view of the fact, however, that annual receipts from 
gasoline and motor vehicle revenues are approximately 50 per 
cent greater than was the case immediately following the act of 
1929 it is difficult to say how the ‘‘diversion’’ of 2 or 3 million 
dollars could result in the impairment of state highway bonds. 
In commenting upon the recent decision, Governor Burnet R. 
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Mayband, who was an ardent supporter of the invalidated meas- 
ure, said “‘the will of the people of South Carolina cannot forever 
be frustrated.’’ He predicted an additional levy on gasoline as 
the way out. In this connection it is worthy of note that in a 
previous court decision it was intimated that the General Assem- 
bly would be within its constitutional rights in reducing the 5 
cent tax, the entire proceeds of which are now allocated to the 
highway department. 
Clemson College G. H. Aut 


TENNESSEE 


Preliminary census figures for 1940 indicate that Tennessee ex- 
perienced a gain of 11.3 per cent in population during the thirties 
and is now fifteenth in size among the states. Each of the four 
leading cities in the state moved up in the list of the nation’s 
cities. The population of Memphis showed an increase of 15.1 
per cent and was followed by Nashville with 8.8 per cent, Chat- 
tanooga with 7 per cent and Knoxville with 5.9 per cent. Mem- 
phis was eighth in rank according to per cent of increase among 
the cities of over 100,000 population. 

Tennessee led the southern states in the rate of increase of 
employees in nonagricultural establishments from September, 
1939, to September, 1940, with an increase of 8.1 per cent. It was 
surpassed in the nation by only the District of Columbia, Delaware 
and Connecticut. 

On June 30, 1940, the state of Tennessee closed its third con- 
secutive fiscal year with its budget in balance. During the last 
fiscal year the state indebtedness was reduced by $7,812,243.03 
leaving a total indebtedness of $111,110,932.02. 

The CIO and AFL are engaged in a struggle over the right to 
represent the employees of Memphis’ leading industry, the Fire- 
stone Tire and Rubber Company. The CIO has filed a charge with 
the National Labor Relations Board claiming that the Firestone 
company has violated the Wagner Act by interfering with the 
right of its Memphis employees to form a union. CIO also as- 
serts that it is handicapped in its efforts by the opposition of the 
local political machine. 

Memphis has been selected as headquarters for the Second Army 
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of America’s new defense forces. It is expected that approxi- 
mately 60 officers and 130 enlisted men will be required to ad- 
minister the Memphis offices. 

The first airplane built in the South specifically for military 
use was produced at the Vultee factory in Nashville. It received 
its first public test September 26. 

Tentative plans are being made for a Pan-American Cotton 
Congress to be held in Memphis in May for the purpose of formu- 
lating a definite program of inter-American cooperation in the 
production, manufacture, distribution and consumption of cotton. 
The proposed congress has the endorsement of President Roosevelt 
and of the State Department. 

Southwestern Ratpx C. Hon 


VIRGINIA 


A recent article appearing in The Commonwealth, the monthly 
publication of the Virginia State Chamber of Commerce, revealed 
the fact that for the first time in history the population of Virginia 
during the past decade made a greater percentage increase than 
that for the country as a whole. Preliminary figures from the 
1940 census show that Virginia had an increase of 10.2 per cent 
as compared with 7.0 per cent increase for the country as a whole. 
When compared with the 1920-30 period, the state’s rate of 
growth more than doubled, increasing from 4.9 per cent to 10.2 
per cent. This change in the rate of population growth resulted 
from a decrease in the net migration from the state during the past 
ten years. In the 1920-30 period the excess of persons leaving the 
state over those entering the state amounted to 222,000, while in 
the 1930-40 period the net migration totaled only 29,000. 

The significant decline in the net migration from the state dur- 
ing the past decade was due in large part to the rapid industri- 
alization of Virginia. The young people who formerly left the 
state in search of employment opportunities are now finding jobs 
at home. Between 1927 and 1937 the number of industrial wage 
earners in Virginia increased by 32,911, or 33 per cent. Since 
1937 a number of large plants have been completed and are now 
in operation. Two large synthetic yarn plants have been put into 
operation, one at Front Royal and the other at Celco in Giles 
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County. In recent months a number of new industrial plants have 
been announced as under construction in Virginia. The Hercules 
Powder Company has under construction for the government at 
Radford a $25,000,000 smokeless powder plant. The E. I. du 
Pont de Nemours Company has purchased a site near Martinsville 
for a $12,000,000 nylon plant. The Newport News Shipbuilding 
and Dry Dock Company has announced an enlargement of their 
plant to fill government contracts aggregating $492,535,000. 
University of Virginia Gzorce T. STaRNEs 
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Lewis D. Adams of the statistical department of Holsapple 
and Company, New York City, has accepted a position of assistant 
professor of economics and commerce at Washington and Lee 
University. 

Karl E. Ashburn, chairman of the Department of Economics and 
Business Administration at Southwestern Louisiana Institute, has 
been awarded a research grant by his institution to complete a 
study of the Louisiana Workmen's Compensation Insurance Act 
and its administration. 

Benjamin Hume Bardin of Ohio State University has been ap- 
pointed assistant professor of marketing at Mississippi State Col- 
lege. 

E. M. Bernstein, professor of economics at the University of 
North Carolina, has been granted a year’s leave of absence to carry 
on research in monetary theory in the Treasury Department in 
Washington. Dr. Bernstein has resigned as editor of the Southern 
Economic Journal. 

John S. Bickley, a graduate of the University of Wisconsin, is 
a new member of the School of Commerce and Business Adminis- 
tration, University of Alabama, teaching economics, especially 
courses in insurance. 

H. D. Bonham, associate professor of economics in the School of 
Commerce and Business Administration, University of Alabama, 
has returned to the University after a year’s leave of absence for 
graduate study at the University of Chicago. Professor Bonham 
teaches courses in marketing. 

Olin L. Browder has been promoted to assistant professor of 
business law at the University of Alabama. 

A. Stuart Campbell has resigned as associate professor of public 
finance and foreign trade and director of the Bureau of Economic 
and Business Research at the University of Florida to accept a 
position with the Tennessee Valley Authority. 

D. S. Campbell, assistant professor at The Citadel, is continuing 
his doctor's work at the University of Chicago. H.D. Hotchkiss 
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comes from New York University to fill the vacancy created by 
D. S. Campbell. 

Robert A. Campbell has resigned the chairmanship of the De- 
partment of Economics at Vanderbilt University in order to be 
able to devote more time to teaching and research. Professor 
John V. Van Sickle is serving as acting chairman of the depart- 
ment for the year 1940-1941. 

S. M. Derrick, professor of economics at the University of South 
Carolina, has been giving a series of lectures to district meetings 
of the State Education Association. 

C. H. Donovan, formerly at the University of North Carolina, 
has been appointed assistant professor of public finance at the 
University of Florida. 

Frank E. Dykema, of the School of Commerce and Business 
Administration, University of Alabama, has been promoted to 
assistant professor of economic history. F 

Roland B. Eutsler, professor of economics and insurance at the 
University of Florida, has been appointed director of the Bureau 
of Economic and Business Research in the same institution. 

Leo M. Favrot, Jr., certified public accountant of Lafayette, 
has been appointed full-time associate professor of accounting at 
Southwestern Louisiana Institute. 

Robert H. Gray, assistant professor of economics and commerce, 
Washington and Lee University, is on leave of absence for 1940-41 
to take graduate work at Columbia University. 

Herbert Hamilton, formerly assistant professor of business ad- 
ministration at Southeastern Louisiana College, has accepted a 
similar position at Southwestern Louisiana Institute. 

Claude E. Hobbs, Jr. of the University of North Carolina is now 
instructor in economics and commerce at Washington and Lee 
University. 

Mack Hornbeak, formerly professor of banking and purchasing 
agent at Louisiana State University, has accepted a position with 
the Louisiana National Bank of Baton Rouge. 

T. L. Howard, formerly with the Tennessee Valley Authority, 
has been appointed associate professor of finance at the University 
of Tennessee. 

L. R. Jeanblanc, associate professor of business law in the School 
of Commerce and Business Administration, University of Alabama, 














454 PERSONNEL NOTES 


has been granted a year’s leave of absence to teach in the Uni- 
versity of Alabama Law School. 

Edward J. Kirkhaw, formerly at the University of Illinois, is 
teaching accounting at the University of Alabama. 

Maurice G. Levy-Hawes, formerly of the faculty at Bard Col- 
lege, Columbia University, is instructor in economics and sociology 
at Randolph-Macon College during the absence of Professor Alton 
R. Hodgkins, who is on sabbatic leave. 

Eugene P. Link has obtained leave of absence from the Depart- 
ment of Economics and History at Limestone College and is com- 
pleting work for his Ph.D. degree at Columbia University. 

Robert Lyngby has been appointed instructor in commerce at 
the University of Alabama. 

Ellis H. Newman, formerly of the University of Virginia, has 
been appointed to the faculty of economics at the University of 
Delaware. 

Phillip H. Overmeyer has been promoted to assistant professor 
of economic history at the University of Alabama. 

G. Etzel Pearcy was promoted to assistant professor of economic 
geography at the University of Alabama. 

William J. Phillips, formerly on the faculty at Tulane and Clark- 
son College of Technology, has accepted a position at South- 
western Louisiana Institute as assistant professor of economics. 

Joseph F. Ransmeier is part-time instructor in statistics and 
public utilities at Vanderbilt University. 

Ray F. Sadler, who did graduate work at Indiana University, 
has become instructor in commerce at the University of Alabama. 

John W. Scott of Alabama Polytechnic Institute resigned his 
position as dean of the School of Science and Literature as of the 
end of the first semester. Dr. Scott has held this position since 
1927. Beginning with the second semester he will function as 
head of the Department of Economics and Sociology, a position 
which he has heretofore held along with the deanship. 

L. E. Smith, formerly with the accounting department of the 
Freeport Sulphur Company in New Orleans, has been appointed 
an assistant professor of accounting at Southwestern Louisiana 
Institute. 

Everett H. Snedeker, a graduate of the Columbia University 
Law School, is an instructor in business law at the University of 
Alabama. 











J. J. Spengler of Duke University is serving as consultant for 
the National Resources Planning Board on problems and policies 
associated with population and industrial trends and distribution. 
This work of the board is a part of the National Defense Program. 

George T. Starnes has been promoted from the rank of associate 
professor to that of full professor in the McIntire School of Com- 
merce at the University of Virginia. 

J. R. Taylor of the University of Illinois is serving as assistant 
professor of accounting at the University of Tennessee in place of 
W. Harold Read, who is on leave to continue graduate work at 
Northwestern University. 

Edward D. Trembly of the University of Michigan i is on tem- 
porary appointment as instructor in accounting at the University 
of Mississippi while Wendell P. Trumbull is on leave for graduate 
study at the University of Michigan. 

George Thomas Walker, formerly assistant professor of business 
administration at Southwestern Louisiana Institute, has resigned 
his position to accept an appointment with the Louisiana State 
Department of Education as state supervisor of commerce. 

Robert R. West, formerly president of the Riverside and Dan 
River Cotton Mills, has been appointed director of an Industrial 
Study of Virginia to be made by the University of Virginia from a 
grant of the General Education Board. 

W. T. Whitman has returned to his assistant professorship at 
The Citadel after a year’s leave for graduate study at Duke Uni- 
versity. C. W. Kunkel, who filled the vacancy created by Lt. 
Whitman's leave, is now teaching accounting in Simpson College, 
Iowa. 

Rex S. Winslow, associate professor of economics at the Uni- 
versity of North Carolina, was granted a leave of absence during 
the fall quarter to continue to serve as research associate in the 
Department of Agriculture in Washington. 

Mary Woeber has been appointed instructor in secretarial stud- 
ies at the University of Alabama. 

H. D. Wolf, professor of economics at the University of North 
Carolina, has been appointed editor of the Southern Economic 
Journal for the University of North Carolina. He succeeds Dr. 
Bernstein, who has resigned. 
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